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A Banker’s Diary 





THE boom in stock markets has ignored all rules for budget occasions. Indus- 
trial equities had been steady-to-firm for some five weeks after the moderate 
shake-out that followed their strong advance in the early weeks 

Market of this year; then, in the last week of March, the approach of 

Boom _ the budget surprisingly lifted them out of this relative stability. 

Goes On By budget eve, to the accompaniment of much idle chatter 
about divers tax reliefs and a cut in Bank rate as well, the 
Financial Times ordinary share index had broken through that sound barrier 
of the chartists, the Daltonian “ high” of early 1947. To those who still 
foresaw only a no-change budget, this level looked highly vulnerable; yet the 
disappointment of popular hopes was dismissed in the markets within a few 
hours. The rise was resumed; and, when equities paused for breath shortly 
before the holiday, gilt-edged took up the running. 

Then, over the holiday, the Federal Reserve Banks of New York and San 
Francisco followed Chicago in the reduction of their rediscount rates from 
13 tor} per cent. Wall Street faltered after its equally breathless climb to a 
25-year record, with the Dow Jones industrials average at 313.37 (nearly 23 
per cent. above last September's low). But the reduction of official discount 
rates in the United States, though accompanied by only a slight easing of 
New York market rates, put new ebullience into the London optimists who 
“talk ’’ Bank rate down, especially as the British Treasury bill rate had 
eased almost simultaneously to 2 3/32 per cent. and an inflow of foreign funds 
was contributing to the marked strength of sterling. Thus inspired, London 
stock markets advanced still faster: when this issue of THE BANKER went to 
press, the industrial share index had reached 147.1, compared with the 1947 
peak of 140.6, a rise of nearly II points in just over four weeks. Over the same 
period War Loan and Old Consols had gained up to 2} points, carrying them, 
with the medium and long-term market generally, beyond the levels of mid- 
1951, when Bank rate was still frozen at 2 per cent. The optimists in the 
markets would do well to remember that, at these speeds and these altitudes, 
the stresses are apt to be both severe and unforeseen. - 


THE gold and dollar reserves of the sterling area rose by $102 millions in 

March. This was the largest increase since April of last year; and only $14 

millions of it was accounted for by American aid and only $2 

Boost millions by receipts from the European Payments Union (in 

forthe respect of the February surplus). There was thus a surplus 

Reserves of $86 millions in the residual gold and dollar account. The 

achievement of a surplus of this magnitude in a month that 

‘aw some seasonal falling off of sales of sterling commodities is certainly a 

gratifying reflection of the continued strength of sterling in the face of the 
continued recession in business activity in the United States. 

This said, it would be unwise to give too much significance to the movement 

aS a portent of the course of the reserves in coming months. Now that the 
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London market again offers extensive facilities for the employment of foreign 
funds in arbitrage dealings in gold and in switching of short-term balances, 
it is inevitable that month-to-month movements in the gold and dollar reserves 
should be even less indicative than before of the lasting trends in the sterling 
area’s dollar accounts. An appreciable part of the residual surplus was 
doubtless attributable to sales of gold on the reopened London market against 
payment in sterling, and it is known that more Soviet gold has reached 
London. In addition, overseas banks, especially American and Canadian 
banks, are believed to have brought an appreciable volume of short-term 
funds to London during the month in response to the relatively high level of 
London money rates. It would clearly be unwise to regard any resultant 
inflow of gold as an effective strengthening of the reserves, since these balances 
would be the first to be withdrawn in any crisis of confidence. 

But, when due allowance has been made for such non-recurring factors, it 
still seems clear that the surplus on commercial dollar account in March must 
have improved substantially on the poor showing of previous months. There 
was also a noteworthy reversal of the recent disturbing deterioration in the 
balance with the European Payments Union; the surplus of £4.8 millions for 
the month, settled in April 50-50 in gold and repayment of credit, was also 
easily the highest since April, 1953. And the optimists can find yet further 
encouragement in the good showing of exports in the March trade figures, 
not least in shipments to North America. Total exports jumped £45 millions 
to £246 millions on the month, and the daily rate from £8.7 millions to {9.6 
millions. This brought the average monthly level of exports in the first 
quarter of the year to 8 per cent. above the corresponding quarter of 1953, 
though still leaving it 3 per cent. below the average for the last quarter of 
that year. It is much too soon to assume that these improvements portend 
a change in the underlying trend. At present, the only conclusion that can 
reasonably be drawn is that the picture disclosed in previous months must 
have been unfavourably distorted by special adverse factors. 


Tue balance of payments in 1953 turned out considerably more favourably 

than had been generally expected from the trend of the monthly trade figures 

during the year or from the first official estimates of the total 

Britain’s balance for the first half of the year. The surplus for that 

External half-year, before crediting defence aid, is now put at {13 

Surplus millions, only half the original estimates; but in the second hall 

of the year a substantial increase in exports and a still larger 

decrease in imports brought the surplus for the year as a whole to £123 millions, 

showing a decline of no more than {11 millions from the surplus now estimated 
to have been achieved in 1952. 

It will be seen from the accompanying table that receipts from total 
exports, despite their recovery in the second half of 1953, showed a decline 
of some 5 per cent. over the year, though the physical volume of actual export 
shipments from the United Kingdom itself increased by 3 per cent. Payments 
for imports declined by 4 per cent., but in volume they were actually 9 per cent. 
greater than in 1952, most of the increase taking place in the first half of the 
vear. Net “invisible earnings rose hearteningly from the low level of £251 
millions to #320 millions. 
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Although the surplus on all current payments, excluding defence aid, was 
slightly smaller than in 1952, the regional balance was substantially improved. 
Britain's deficit with the dollar area was reduced from £293 millions to {106 
millions, the counterpart of this gain being a decline in its surplus with the 
overseas Sterling area from £367 millions to £179 millions. This improving 
trend was, however, rather more marked in the first half of the year than 
in the second. 

The better regional balance is naturally reflected in the shape of the capital 
and financing account. In 1952 Britain employed the whole of its surplus in 
repaying sterling liabilities, although at the same time the gold reserves fell 
by fully £175 millions, thereby reducing sterling balances still further. In 
1953, in contrast, the gold reserves rose by £240 millions, or by £15 millions 
more than the total surplus including defence aid (£225 millions). And 
since overseas investment rose substantially—the statistics show a total of 
{207 millions, compared with £84 millions in 1952, though these estimates 


(¢ millions) 


Iq 50 I951 1952 1953 
Jan.-June July-Dec. 

Imports (f.o.b.) 2,393 3,475 2,943 1,465 1,407 

of which 

' Food and raw materials T,942 2,805 2,400 1,205 1,130 
Exports and re-exports (f.0.b.).. 2,250 2,746 2,826 1,318 1,357 
Balance of Visible Trade .. — 133 — 729 — 117 — 147 — 650 
Net Invisibles bia = -+- 433 - 340 + 29) 1600 +- [60 

of which Net Government .. — 136 —- I53 — I73 - 75 - 79 
Balance of Current Payments —~ 300 — 389 + 134 + 13 4+ 110 
Defence Aid - ae ae — , 4 4. Bae +- 55 + 47 
Available for Capital Financing | 300 — 385 i- 255 68 + 157 
Grants to U.K. .. és I 40 43 — — me 
Change in Sterling Liabilities 221 1 338 -~ 346 L. 166 56 
Change in Gold Reserves - 575 — 344 — 195 - 186 54 
Overseas Investment : 86 340 84 48 159 

Government, etc. = a ee 20 28 - I 

New private investment* r47* 320* Tr2* 61* 152* 





* Calculated as a residual. 


admittedly include residual ‘‘ balancing ”’ items—there was a large increase in 
overseas sterling liabilities. But the increase of £222 millions in Britain’s net 
liabilities was more than accounted for by an increase of £253 millions in 
liabilities to the rest of the sterling area—reflecting both the increased pur- 
chases of gold and dollars from the area and a considerable expansion in 
private investment by Britain in it. Liabilities to O.E.E.C. countries and 
the rest of the non-dollar world continued to fall, but more sterling found its 


way into the hands of residents of the dollar area. 


THE monetary authorities, it is now clear, do not share the widely canvassed 
ew that a new finance institution is needed to provide finance for British 
exports sold on extended credit terms. That is the first con- 


“Freer” clusion to be drawn from the context of the announcement in 
E.C.G.D. the budget speech that “ henceforward the Export Credits 
Facilities (Guarantee Department will make rather freer use of guarantees 


to the banks for major capital goods exports’’. The second 
conclusion is that the authorities have evidently decided that there is room 
‘or technical improvement in the protection afforded to lenders by E.C.G.D. 
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guarantees as generally issued in the past; and that, given such improvement, 
all the requisite finance for credit-worthy export projects will be readily 
obtainable through existing channels. 

The exact nature of the projected improvement is still not clear, but the 
change will take the form of a shift in emphasis in E.C.G.D. practice rather 
than the introduction of new types of guarantee policy. The procedure may 
vary from one case to another, but the general objective will be to ensure 
that the banks will, after a given point in the transaction, carry the guaranteed 
proportion of the export credit “‘ without recourse ” to the exporter—so that 
he will not be in danger of finding his own credit-raising powers cut down 
because the export credit granted to him (but, of course, passed on to the 
buyer) is still outstanding. Necessarily, an E.C.G.D. policy does not afford 
cover against the normal commercial risk that the buyer may reject the 
goods, so that in any case a loan to an exporter must be subject to recourse 
to him until the goods have been accepted (or, 1n certain types of transaction, 
until their shipment). But, beyond that point, there are several ways in 
which the exporter may be enabled to drop out of the transaction entirely— 
except for a continuing contingent liability to the lender to the extent of any 
portion of the credit not covered by the E.C.G.D. policy. One method is for 
the original E.C.G.D. guarantee granted to the exporter to be replaced by an 
E.C.G.D. guarantee direct to the lender. This method, which was apparently 
the one envisaged in the budget speech, has been used from time to time in 
the past; but on its more extensive use in future the E.C.G.D. will not “ for 
the time being ’’ guarantee more than 85 per cent. of each credit, instead of 
the 90 per cent. limit that obtains for policies issued to exporters. The other 
method, which some banks have always been prepared to follow in suitable 
cases, is for the banker simply to agree to carry the risk “‘ without recourse” 
after acceptance of the goods, and up to the go per cent. covered by the 
E.C.G.D. policy. Under this method, however, if the instalments from the 
buyer are paid to the exporter, the lender may face a loss on the transaction 
if the exporter himself gets into difficulties. If the new practice can close 
this gap, there should be evident advantages both for lenders and exporters, 
but it is not expected that the resultant expansion of export credits will reach 
large proportions. 





THE concessions in death duties announced by Mr. Butler in his budget 
speech should redress some of the worst anomalies, discussed in an article in 
the February issue of THE BANKER*, of the impact of the 

Relief for existing law upon family businesses. They do not, however, 
Family extend to the estates of minority shareholders, even though 
Businesses the burden of duty thrown upon private companies by the 
death of such a shareholder may often be heavy—and even 

though, as the case in ve Holt proved, his executors may have as hard a tussle 
with the Estate Duty Office as those of a controlling shareholder. The 
principal concession relates to industrial assets in deceased estates. In casés 
where the “‘ asset value”’ basis is used for assessment of duty, any assets in the 
estate that are industrial premises or plant and machinery used for the 
purposes of a trade carried on by the deceased or by a company controlled by 
him will be charged to duty at 55 per cent. of the ruling rate, the rest of the 








* See “‘ Death Duties and the Private Company ”’, by Gordon Lee. 
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estate being charged at the full rate. The only estates that can benefit from 
this concession are those of sole traders or partners or, in the case of private 
companies, of “ controlling *’ shareholders, since these are the only share- 
holdings that are valued for duty—under Section 55 of the 1940 Finance 
Act—according to the value of the net assets of the company (minority share- 
holdings are valued by reference to earnings and yield). ‘‘ Industrial assets ”’ 
will be defined as for rating purposes, so that certain assets, such as shops, 
will be arbitrarily excluded. The concession is therefore relatively limited in 
scope; but it is substantial in amount. Moreover, the relief will be even more 
liberal than first appeared; the Finance Bill provides that the Estate Duty 
Office, when computing net assets, shall so far as possible charge liabilities 
against “‘ non-industrial’ assets, thus maximizing the proportion of the 
estate that enjoys the reduced rate. 

Another concession granted to estates of “ controlling’ shareholders of 
private.companies operates where the shares are sold to an independent pur- 
chaser within three years after the shareholder’s death. In such cases the 
actual price obtained from the sale can be substituted for the valuation on 
the ‘‘ assets “' basis; some attempt has been made to block up any loopholes 
that this amendment may provide. This concession makes an interesting 
breach in the principle that values for death duty purposes should be those 
at the date of death; but this principle continues for minority shareholdings 
in private companies—and, of course, for all shareholdings in public companies 
(which are valued at market prices on the date of death regardless of the 
price obtained on any subsequent sale). One further concession draws yet 
another tooth from Section 55. The “ assets’’ basis imposed by this section 
upon controlling shareholdings has at times been imposed on the estate of a 
shareholder who accidentally or temporarily gained “ control”’ of a company; 
but the Finance Bill now provides, in effect, that “ control” will have had 
to be exercised continuously for two years if the “ assets’”’ basis is to be 
substituted for the earnings basis. 

These concessions, and the few minor ones announced simultaneously, are 
sensible and useful. The shoe will be eased just where it pinched most sharply. 
But this welcome effort to relieve family businesses will, in the opinion of some, 
have the effect of putting “ controlling ”’ shareholdings in a privileged position 
that is shared only by agricultural estates. The sensible suggestion for an 
independent tribunal to hear appeals on the valuation of both minority and 
controlling *’ shareholdings has been ignored. Minority shareholders in 
private companies, and even shareholders in public companies, can be excused 
from arguing that they should now rank first for any further concessions in 
this sphere. 








+] 


TuE latest statement of the London clearing banks available at the time of 
going to press shows that in the four weeks to March 17 “‘ net” deposits fell 
by less than £200,000. The seasonal credit contraction thus 

Stable flattened out earlier than usual this year; in March, 1953, 
March admittedly, deposits rose by {21.7 millions, but in previous 
Deposits years the March figures had generally shown an appreciable 
fall. The stability of deposits this year did not, however, 

rellect any decline in the rate of the Government’s repayments to the banks; 
these, indeed, were considerably larger than in March, 1953, but their effects 
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on the total volume of credit were offset by the continued buoyancy of 
demands from the private sector. These contrary movements marked a con- 
tinuation of the trend of previous months: in the first eleven weeks of 1954 net 
deposits fell by £360 millions, or £48 millions more than they fell in the 
equivalent period of 1953, despite the fact that net new demands for the 
private sector, at £52 millions, were £253 millions more than in 1953. In 
other words, the seasonal repayments to the banks by the Government were 
some {£74 millions larger. 


In March, however, advances rose by less than they did 1n the corresponding 
weeks last year—by {19.6 millions, compared with {25.8 millions; but this 
movement brought their increase over two months to £65.5 millions, and that 


LONDON CLEARING BANKS 


Mar. 17, Change on 

1954 Month Year 

{m. {m. £m. 
Deposits - y es 6243.2 + 6.1 + 190.5 
" Net " Deposits* .. oe 6009.9 - 0.2 + 167.9 

Of + 

Liquid Assets... ea Sd 2057.9 (33.0) - 29.5 + 64.3 
ww + ov ba 511.9 (8.2 7.4 + 15.1 
Call Money .. és - 467.7 (7.5) + 44.1 —- 4.7 
Treasury Bills oe ‘i 995.1 (15.9) —- 38.9 + 40.0 
Other Bills .. - a Sa.% (7.9) - 4.0 + 13.9 
Investments plus Advances . 4029.6 (64.6) + 4.1 + 109.2 
Investments nid - 2269.4 (36.3) — 5-5 + 147.4 
Advances... a “ 1760.2 (28.2) + 19.6 — 38.2 


* After deducting items in course of collection. + Ratio of assets to published deposits. 


since the seasonal upturn of last Octeber to £106.2 millions, in contrast with 
only {51.5 millions in the equivalent five months of 1952-53. The banks 
holdings of commercial bills also rose further over the month, from {79.2 
millions to £83.2 millions, bringing their rise since last October to £30 millions. 
A striking feature of the month’s figures for the individual banks is that both 
this year and last some {12 millions of the expansion in advances was 
attributable to the National Provincial Bank—which suggests that seasonal 
financing of tobacco stocks may have been a prominent influence. 


The reason for the faster repayment of Government borrowing in the 
period to mid-March this year is not readily discernible. The Governments 
apparent need for finance as measured by the Exchequer deficit (after taking 
account of “‘ small ”’ savings and tax reserve certificates) in the nearest com- 
parable period was actually some £30 millions greater this year than last. 
But sizable special receipts this year that were recorded in the Exchequer 
return in late March are believed to have been received by the Government 
during the period covered by the bank statements. The remaining dis- 
crepancy may have been due to the large distortion that can be caused in the 
closing weeks of the financial year by the difference between the dates of the 
two series of figures. 
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Tax Relief: The Long-run Prospect 


that had been whipped up at the last moment, but it did not dis- 
appoint discerning readers of the Economic Survey issued a week 
beforehand. Nor should it have disappointed readers of last month’s issue 
of THE BANKER; the right prescription for budgeting in 1954, we argued 
then, was “no change '—except to the extent that the Chancellor and his 
advisers might be able to think up a low-cost device for giving a stimulus to 
industrial investment. That was precisely the prescription adopted; and it 
has since been approved by nearly all objective economic observers as sound, 
sensible and even courageous—though left-wing politicians have naturally 
tried to make capital out of the postponement of relief to the pensioners. 
But if this restrained budgeting was sensible and welcome, the very fact 
that such restraint was necessary at a time of record output and of prosperity 
without excessive boom makes it clearer than ever that the chances of any 
really substantial tax relief in future are depressingly meagre. The dead- 
weight burden of taxation upon the national economy has in fact been 
perceptibly eased in recent years—more significantly, indeed, than most people 
realize. But this does not mean that the scope for relief is increasing. On 
the contrary, it has been narrowed down to the point at which it mainly rests 
on two slender possibilities: upon such a freezing of the cold war as would 
justify large cuts in the defence programme, or upon changes in social policy 
of a kind that will always be ruled out politically unless the public radically 
revises its post-war supposition of where its best interests lie. This article 
will survey first, and as briefly as may be, the pattern of this year’s budget 
and how it fits the needs of the economy in 1954. It will then turn to the 
longer-range problem of lightening the tax burden and of giving incentive to 
productivity, viewing this problem in the light of how the burden has shifted 
since Korea. 


Me BUTLER'’S “ carry-on ”’ budget disappointed the hopes of tax relief 


I—Good Short-range Budgeting 


Among several good features of this year’s budget, viewed for the short 
run, by far the most important was the fact that Mr. Butler was prepared to 
accept his experts’ diagnosis even though that confined him to a “ dull”’ 
budget, in contrast with his kindly budgeting of 1953. He deserves good 
marks for not playing the party politician by rashly courting popularity. 
The Economic Survey, as the following article in this issue more fully explains, 
had shown that the slack that existed in the economy after the disinflation 
of 1952 had been largely taken up by the subsequent rise in production and 
the fall in unemployment and short-time working. The scope for tax reliefs 
in 1953 had arisen solely from the fact that it was reasonable to take up part 
of this slack in production by a deliberate “‘ reflation ”’ of domestic demand. 
But in 1954, after last year’s reflation of output, the scope for its further rise 
Was more limited, yet demand was still rising. Governmental absorption of 
goods and services is officially expected to expand by £75 millions (at 1952 
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prices), chiefly on account of defence; consumer demand remains strong; new 
housing outlays will level off, but there will be bigger expenditures on repairs: 


fixed investment in basic industries, in roads, ‘commence premises, 


and 


reconstruction of war-damaged cities will also be larger; even exports, already 


running above their 


1953 


average, may make bigger demands on domestic 


BUDGET ESTIMATES AND EXCHEQUER OUT-TURN 


(£ millions) 


ABOVE THE LINE 
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1954-55 


1954-55 




















Estimates Estimates 
Revenue 1953-54 | Before | Aiter | Expenditure | 1953-54 | Before | After 
Outturn; Budget | Budget | Outturn | Budget | Budget 
inJjand Revenue 2340 | 2.385 | 2.384 | Interest on Debt.. ale 570 570 
Customs and Excise 1,764 | 1,785 | 1,782 | Sinking Funds 35 6 36 
Motor Duties > | vor 77 =| =Northern Ireland.. 50 51 51 
———|———_——|__ Miscellaneous 9 10 | 10 
TOTAL TAX REVENUE $177 $247 | 4,243 | a ~<a 
| TOTAL CONSOLIDATED | 
| FUND SERVICES 74 | 665 | 667 
} } —_——__--—-— -—— | ———_-—_—. 
| | | Supply : Defence 1.365 | 1,555 1,555 
Civil ' 2,190 | 2,254 ) 254 
Broadeast Licences | 17 a 21 (| Tax Collection | 45 | 47 47 
Sundry Loans 38 | 24 | 24 | {| | —____- _— 
Miscellaneous 136 | 245 =| 245 TOTAL SUPPLY | 3,600 3,856 3,856 
fe ‘ a See ne eS 2 
Total Revenue | 4,368 4,537 | 4,533 | Total Expenditure | 4,274 4,523 | 4,523 
| | | Surplus | 94 | 14} 10 
| 4,368 | 4,537 | 4,533 | | 4,368 | 4,537 | 4,533 
BELOW THE LINE* 
Receipts Payments 
Interest outside Budget , 87 105 105 |; Interest outside Budget ST | 105; 105 
| Export Guarantees = 4 
Export Guarantees | | Post-war Credits .. 17 yw 4 36 
Repayments | } 4 | 4 | Excess Profits T ax Refunds | 7 3 3 
War Damage ; ‘2 28 28 
Housing receipts from | | Scottish Special Housing y | 5 | 8 
Votes 21 4 + | Armed Forces—Housing oO | 10 
| Loans to Local Authorities 99 300 | ~§©300 
Local Authorities | Loans to Northern Ireland 
Repayments 21 25 23 | Exchequer ea a 4 L | I 
Loans for New Towns | | 
Law Cofton Commission | Development .. 50 | 36 
Net repayments 12 25 (CO 25 | Loans to F ilm Corpor: ition . 3 1 | I 
Loans for Development ol j 
Coal Nationalization Inventions - 1 - 
Repayments y > | D Town and C ountry Plan- 
ning— 
Film Corporation Issues to Central Land 
Repayment- l l I Board 1 ie 
Coal Nationalization— 
Angio-Turkish Arma- Working Capital, ¢ 1] o> | a9 
ments Credit tepay- Overseas Resources— 
ments l l l Colonial Development > 7 | 7 
Other repayments l 1 | 1 | 
Total Receipts 182 191 | 191 Total Payments 573 579 | 598 
Net Sum borrowed or | | 
met from Surplus... | 391 | 388 | 407 | 
573 | 579 | 598 | 573 | 579 598 
Total Receipts | 4,550 | 4,728 | 4,724 | Total Payments 4,847 | 5,102 5,121 
| 





* Items below the line are : 





!. Receipts applicable by statute to debt interest which would otherwise be paid out of revenue. 
2. Receipts applicable to debt redemption. 
+. Payments for which the Treasury has power to borrow. 
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resources. Given these trends, the only sector in which any slack might 
conceivably remain was in certain capital goods industries; therefore, the only 
conceivable scope for tax relief lay in a moderate concession to industrial invest- 
ment, which in the all-important manufacturing industries had been disappoint- 
ing. On the other hand, it could not reasonably be argued that the economy was 
heading for an active inflation such as would have demanded a return to 
deliberately disinflationary budgeting. Therefore the requisite formula was 
“no change ”’. 

It so happened that this formula added up to a virtual balance on the 
traditional budget account—the ‘“ above-line’’ account in its conventional 
form. On this basis, the old year had ended with a surplus of £933 millions 
after crediting £125 millions of sterling ‘‘ counterpart ’’ of defence aid; the 
overspendings by civil departments had been almost precisely offset by a lag 
in defence expenditure to the extent of £147 millions gross. But in 1954-55 
total above-line expenditure was expected to rise by {£264 millions, after 
taking credit for the savings expected to result from the recent review of 
agricultural prices and without allowing any margin for supplementary votes. 
Against this increase the Chancellor could reckon upon an additional £69 
millions from income tax (i.e. £119 millions from “ buoyancy ’”’ minus £50 
millions surrendered through last year’s reintroduction of the initial allow- 
ances). Other tax revenues were expected to be unchanged on balance; but, 
in accordance with the Exchequer traditign of “‘cash’’ accounting, the 
Chancellor was able to bring in the £109 millions expected from the liquidation 
of certain trading stocks of the Ministry of Food (in addition to some £30 
millions of similar proceeds for which credit was taken separately in that 
Ministry's vote). He thus covered nearly two-thirds of the additional expendi- 
ture, and was left with a small prospective surplus—one of £14 millions after 
crediting £85 millions expected from the “ counterpart’’ fund. On the 
“alternative ”’ classification, which separates current from capital trans- 
actions, the prospective above-line surplus after defence aid was £53 millions, 
in contrast with the {234 millions realized in 1953-54. 

The Chancellor’s proposals in this no-change budget scarcely altered the 
prospective above-line account, on the conventional reckoning, for either this 
year or next. But the narrowness of their effect arose partly from two special 
considerations. His only “ popular ’’ concession, which will cost £19 millions 
this year and {2 millions a year thereafter, affected the post-war credits, 
which are conventionally accounted below-line. Secondly, the cost of his 
major concession, the device for stimulating investment, lies mainly in the 
future; but even the short-run cost did not emerge in the budget arithmetic. 


Cost OF NEW INVESTMENT ALLOWANCES 

This concession was, of course, the introduction of ‘‘ investment allow- 
ances ’, which convey an outright relief from taxation, in substitution for 
most of the “ initial allowances’, which merely postpone liability to tax. 
This change in business taxation will not affect the revenue until 1955-56, in 
which year its cost is officially estimated at a mere £4 millions. The smallness 
of this figure is explained, however, by the fact that the official estimates 
telate not to the cost of the investment allowances as such but simply to the 
excess of their cost over what the initial allowances would have cost in that 
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vear. This basis of net reckoning has been followed, moreover, despite the 
fact that the full cost of last year’s reintroduction of initial allowances was 
not due to be felt until 1955-56. As already noted, this year’s revenue is 
suffering a consequential loss of £50 millions, and next year the burden will 
rise (in its new form) by a further £30 millions or so; but these losses do not 
figure in the official estimates of the cost of the change-over to investment 
allowances. The point to note for the future is that, had no change been 
made, each full year’s instalment of £80 millions or so of tax abatement would 
have been repavable by the beneficiaries in the form of correspondingly larger 
tax payments during the subsequent years of the life of each acquired asset 
(because in those years the annual depreciation allowances would have been 
correspondingly reduced); whereas, in their new form, the allowances will not 
be thus repayable. The main cost to the Exchequer will therefore arise from 
the shrinkage and eventual cessation of the ‘‘ repayment ” of tax deferred by 
the initial allowances. If no further change is made—and, after the many 
changes of recent years, it would be unwise to take that for granted—the 
cost to the Exchequer will mount over a period of years to an annual rate 
approaching {£80 millions if eligible new investment merely maintains its present 
_rate, and to a correspondingly bigger sum 1f the device succeeds in stimulating 
investment. 

Since the Chancellor’s two principal concessions did not, for these special 
reasons, figure in the conventional accounting, the whole impact of his budget 
upon this year’s prospective surplus was limited to the effect of his minor 
proposals—notably a small reduction in entertainments duty, intended chiefly 
to ease the difficulties of the cinemas, at a cost of £35 millions this year. 
The other changes, welcome corrections of certain anomalies, involved only 
tiny budget cost; they included a long-overdue effort, discussed in an editorial 
note on page 244, to ease the burden of estate duties upon family businesses. 
At the same time, the Chancellor proposed a tightening of the provisions 
governing taxation on cessation of business, so as to check tax avoidance by 
the device of liquidation and re-formation of a business. The whole effect of 
his budget upon the conventional account was to whittle down the prospective 
surplus for 1954-55 by a mere £4 millions and to cut into the revenue for the 
following year by less than {10 millions. 

The prospective surplus therefore figures at £10 millions on the conven- 
tional account and at £30 millions on the alternative classification, after 
crediting the £85 millions of defence aid. Net “ below-line ” expenditure on 
the conventional basis is put at {£407 millions, against £391 millions in 
1953-54 (but £549 millions in 1952-53); the sources of this increase are shown 
in the table on page 248. Together, therefore, the accounts above and below 
the line show a prospective deficit of £397 millions—just £100 millions more 
than the realized deficit last year but £39 millions less than in 1952-53. 

The fact that the conventional budget was kept so close to balance and 
that the Chancellor did not specifically take account of the below-line expendr- 
ture is being cited by some commentators, even now, as implying that Mr. 
Butler has abandoned the new techniques of budgeting and is reverting to the 
pre-war tradition of using the budget merely as the instrument for financing 
the Government’s own current needs. These commentators have overlooked 
the Chancellor’s deliberate reiteration that the success of a budget must not be 
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judged by “ the narrow arithmetic of the Exchequer accounts’ but by its 
wider effects on the economy. 


The aim of the Budget must always be to maintain the balance of the 
economy as a whole, whatever the mathematics above or below the line... . 
The realities of our situation may therefore call either for a surplus or a 
deficit on the conventional budget. 


This reaffirmation, the second good and courageous feature of this year’s 
budgeting, makes clearer than ever the truth that last year’s tax reliefs were due 
to the under-employment and not to any new-found Tory magic. 

A third welcome feature was the Chancellor’s emphasis that, especially in 
view of the uncertainties of the repercussions that may come from the 
American recession, budgetary as well as monetary policy will be kept flexible. 
He said, in effect, that he would not hesitate to introduce an autumn budget 
ifnecessary. But one dubious element entered here. Contrary to Mr. Gaitskell’s 
assumption in the debate, the contingency in mind was quite obviously that 
of sagging employment; but any deepening of the American recession would 
be most unlikely to hit domestic employment perceptibly until after it had 
hit the sterling area’s gold reserves hard, so that the first necessary adjust- 
ment of domestic policy would be much more likely to be a tightening than 
an employment-creating softening. And, indeed, if it ever seemed that a 
relaxation could be risked in such circumstances, it had much better take the 
form of a monetary easing than of budgetary concessions, since these could 
not be quickly reversed. For the present, however, the important fact is that the 
contingency of heavier pressure from America has not been used as a pretext 
for ‘‘ political” soft budgeting. 

As a prescription for the immediate future alone, the budget was sub- 
stantially the best that could be devised—given the regrettable fact that the 
Government is still not ready to tackle the major reform of the incidence oi 
taxation that has long been overdue. For this omission, the dilatoriness of 
the Royal Commission once again provides an excuse; but it is one that 
cannot endure much longer. In this context, it is very much to be hoped 
that the Chancellor does not consider that he has said his last word on the 
reform of company taxation: although he is still without the promised interim 
report from the Commission, he represented the new investment allowance 
as the outcome of the full review of “‘ the whole question of company taxation 
to which he had pledged himself Jast year when announcing the ending of 
E.P.L. Aside, however, from the doubts thus raised about his attitude to 
the wider issues of business incentives, the new allowance deserves to be 
welcomed as an ingenious means of meeting the two conflicting needs—of 
giving a perceptible additional stimulus to investment outlays and yet of 
substantially maintaining the flow of tax revenue in the early future. This 
device of allowing businesses to write off 120 per cent. of the cost of eligible 
new assets over their full life (20 per cent. plus annual allowance in the first 
year, and with no abatement of the annual allowances in subsequent years) 
is admittedly a mere expedient, and in some ways an unsatisfactory one— 
notably because the benefit accrues to all eligible investment and not merely 
to marginal outlays. But it was probably the best device that could be fitted 
into the narrow scope for this year’s budgeting. 
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Il—The Tax Burden in Future 


For the longer run, the moral to be drawn from the oddities of the invest- 
ment allowance is only another version of the moral that emerges nowadays 
from every other major problem of budgeting. It is that the room for 
manoeuvre even at times of high output and relatively good balance within 
the economy is extraordinarily small—fantastically so when related to a 
national income of nearly £14? billions and a budget of fully £45 billions, 
Labour politicians have assailed the investment allowance on the ground that 
businesses should not need a special inducement to persuade them to do what 
they ought to do in their own interests anyway (or, altruistically, in the 
national interest ?). But this argument is really only a commentary upon 
the distortions that arise when the tax burden is so high as to destroy normal 
incentives. British industrialists, admittedly, were not before the war 
‘ obsolescence-conscious ’’ in the sense in which their American competitors 
are; but their investment outlays certainly would expand if they felt reason- 
ably sure of using them profitably and of themselves enjoying a due share 
of the resultant gross earnings. The rational way of trying to induce a major 
expansion of industrial investment would not be by patchwork fiscal expedients 
but by easing the load of taxation substantially, and right across the board. 

But the Chancellor has discovered that this route is not only blocked at 
present but is likely to remain almost equally blocked in future. It cannot 
be opened up unless world circumstances permit a large reduction in defence 
expenditures or unless public opinion becomes convinced of the desirability 
of a substantial re-casting of the system of social expenditures—on the 
principle that, since most beneficiaries of these expenditures are themselves 
paying for them in additional taxation, everyone would be better off 1f some 
of the expenditures were curtailed and taxes were reduced correspondingly. 
In default of major changes of this kind, the scope for future tax relief must 
remain narrowly limited to such margin as can be contrived between the 
‘“natural’’ growth in the nation’s taxable capacity and the “ natural ” 
growth in the cost of existing government-provided services. Aside from this, 
the only opportunities for relief will be those special occasions, such as that 
of 1953, when economic recession (unaccompanied by external deficit) gives 
brief scope for “ reflation ’’; but concessions granted for such a purpose are 
particularly liable to be reversed during the next turn in the business cycle. 

The room for manoeuvre within these limiting factors cannot, moreover, 
be fairly judged by reference to the unexpectedly satisfactory manner in 
which the economy has in recent vears carried the'massive additional burden 
of the defence programme. On the eve of the Korean war the burden of 
total expenditure was generally reckoned to be very near its peacetime limit. 
Yet by 1953-54 some £900 millions has been added to the annual budgetary 
cost of national defence; and its ratio to gross national income, which in 
1949-50 had dropped to below its 1938-39 level (to about 7 per cent.), has 
risen steeply, to 11 per cent.* Over the same period, total civil expenditures 
have risen by over {120 millions despite the cuts in subsidies, despite the 
efforts at administrative economy and despite the reduction in the Govern 








* Before crediting ‘‘counterpart”’ defence aid, and including defence outlavs in civil votes— 
creation of industrial capacity, strategic reserves, and civil defence. 
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ment’s contribution to the National Insurance Fund. This comparison, 
moreover, understates the rise of recent years, since total above-line expendi- 
ture had dropped substantially in 1950-51 despite the launching of the defence 
programme, and its ratio to national income had reached its lowest since the 
war (at 28.1 per cent., compared with rather under 23 per cent. in 1938-39 
and 74 per cent. in 1913). In the ensuing three years to end-March last the 
total rose by £1,125 millions (including £850 millions for defence), raising the 
ratio to 29.6 per cent. In this current year the bill is expected to rise by a 
further 4200 millions or so ({125 millions for defence), and if the national 
income rises by 23 per cent. the ratio will be 30.2 per cent. 


TAX RELIEF SINCE KOREA 

But the striking feature of this experience is that over these three years 
the deadweight burden of taxation upon the economy has actually been 
eased. In 1950-51 the ratio of central government tax revenue to the gross 
national product was 32.4 per cent.; in 1953-54 it was 28.4 per cent. But 
this decline, which few people seem to have observed, has been only partially 
due to the rise in the national income, which did not keep pace with the 
35 per cent. rise in government expenditure. By far the most important 
factor has been a sharp decline in the ratio of taxation to expenditure. Over 
the three years in which above-line expenditure rose by {1,125 millions, 
central government taxation rose by only £450 millions despite the fact that 
non-tax revenue fell by 460 millions. There was, however, a growth of 
perhaps £150 millions in other forms of taxation—local rates and contri- 
butions by employees and employers to the National Insurance Fund— 
carrying the total of national taxation to around £5,100 millions. Yet the 
ratio of total taxation to gross national product dropped from 39.2 per cent. 
to 34.6 per cent. (or, in terms of net national income as formerly computed, 
from 42 per cent. to perhaps 37 per cent.). 

The reason for this contrary movement of the ratios of expenditure and 
taxation to national income is, of course, that it has been possible to reduce 
very drastically the revenue surpluses accruing in the public sector of the 
economy. In 1950-51 the central government’s above-line account achieved 
a surplus of £720 millions; last year the comparable balance was a deficit of 
{31 millions. Moreover, during the same period the surplus of £170 millions 
on the National Insurance Fund was virtually extinguished. A substantial 
part of the fall in the government surplus was admittedly due to capital items ; 
but even on the basis adopted by the national income statisticians the decline 
was very large. Their figures show that the total true current surplus of public 
authorities (central and local governments and Insurance Fund) dropped from 
{766 millions in 1950 to £317 millions in 1953. 

This substantial decline, which has enabled the econcmy to carry the 
defence burden so satisfactorily, does not mean, of course, either that the 
former surpluses were unnecessary or that their running down in the past 
three years has been due to any departure from sound policy. The policy of 
budgeting for substantial surpluses in earlier years was due to the urgent 
need to combat inflation by trying to make good through the public sector 
the deficiency of savings in the private sector (though, admittedly, the very 
large size of the surpluses realized in the public sector was due to the fact 
that inflationary pressures continued). But the decline in the surpluses in 
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recent years does not mean that the Government has been more ready to run 
the risks of inflation; on the contrary, it is surely apparent that the threat 
of inflation is less now than it was four years ago. 


PRIVATE SAVINGS AND PRODUCTIVITY 

The explanation of this big change in the need for surpluses in the public 
sector is that there has been a strong recovery in the savings of the private 
sector. Over the three calendar years 1950-53, total private savings as 
computed by the national income statisticians have risen from roughly £1,000 
millions to nearly £2,300 millions (including tax reserves and provisions for 
stock appreciation or depreciation) ; and of this increase fully £800 millions is 
attributed to personal savings (the figure for which, however, is a residual 
and not a direct estimate and is therefore subject to very wide margins of 
error). But, when all allowance has been made for inadequacies in the 
statistics, it is evident that a change of major importance has taken place. 
Private saving has recovered during these three years (and especially during 
the past two) to an extent sufficient to make it safe to cut down the public 
sector surplus drastically—- despite the fact that the money value of Britain’s 
total investment outlay was £840 millions larger in 1953 than in 1950. 

The causes of this spectacular change are too complex for consideration in 
this article; but some of them are certainly non-recurring (or even self- 
reversing). The vital consideration in the present context is that although 
this gratifying change has greatly improved the general health of the economy 
and given it much-needed resilience to carry the huge additional burden of 
expenditure, it cannot be expected to give much further relief in future. In this 
current year, owing to the rise in expenditures, there is unlikely to be any 
surplus in the public sector ; and the fact that this is regarded as consistent 
with a due balance in the national economy implies an expectation that private 
savings may rise further. But if they go on rising in future years (which does 
not seem likely), they will no longer be providing scope for a re-distribution of 
savings between the public and private sectors, since the public sector will have 
already ceased to save. This means, indeed, that private savings cannot in 
future provide scope for tax relief unless they become “ excessive ’’, in the 
sense of causing unemployment and thus of justifying the Chancellor in tem- 
porarily running a deficit to give reflationary tax relief—which he could not 
safely do if the domestic slack coincided with pressure on the balance of 
payments. 

The shock-absorber that has so satisfactorily saved the economy from the 
weight of the post-Korean defence burden is available no longer. Yet expendi- 
tures continue to rise ; the niggling economies that are made in the administra- 
tion of existing services are steadily outpaced by the “ natural” growth in 
those services. In the absence, therefore, of radical changes in policy, the hope 
of tax relief depends absolutely upon the chances of increased productivity— 
or, rather, upon the excess, if any, of each increment in output over the accom- 
panying rise in personal consumption and the “ natural’’ growth of social 
services. The prospective margin will be depressingly slender—unless produc- 
tivity can be raised dramatically. But can that be done without big tax 
reliefs, to give incentive? The fiscal deadlock, instead of loosening, grows 
steadily tighter. 
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Economy Set Fair ? 


RITICS of the Budget, and especially the political critics, have this 
(CO yeas been badly handicapped by the uncontentious nature of the 

Chancellor's basic assumptions about the course of the national economy. 
Unofficial economic observers have recognized for some time past that 1953 
was a year of unaccustomed prosperity, that the economy since then has 
been running pretty well as close to full employment without inflation as it 
is ever likely to get, and that it 1s still uncertain in which direction the 
engines of economic stabilization will have to pull if and when deflationary 
pressure from the United States edges the economy off balance. The usual 
trilogy of white papers* that nowadays precede—and indeed anticipate— 
the Budget simply set the seal of authority on the unofficial sketch of the 
state of the economy and supplemented the picture with the usual wealth 
of detail. It is a tribute to the objectivity and clarity of purpose of the 
Chancellor's official advisers that they also sound much the same warnings— 
though not, perhaps, in a sufficiently urgent tone—as well-informed outside 
commentators had done. 





BETTER LIVING WITHOUT EXTERNAL STRAIN 

The achievement of 1053 was that reflation succeeded in raising production 
and consumption to new peaks and—thanks partly to a fair measure of good 
fortune—did so without encroaching appreciably on the surplus on the 
external balance of payments. The rise in production that began in the 
autumn of 1952 continued steadily throughout 1953; for the year as a whole, 
industrial production was 6 per cent. higher than in 1952, and by the end of 
the year it was running roughly that amount above the previous peak 
reached in 1951. This expansion of output, as THE BANKER pointed out 
last month, occurred in response to increases in four main categories of 
demand—for consumer goods (especially durable manufactures for the home 
market such as cars, television sets, and household equipment); for increased 
investment in new housing and in the nationalized utilities, as well as in 
stocks; and for defence production. There was no perceptible increase in 
investment in manufacturing industry. The pattern of production was also 
affected by the revival of exports of consumer goods and by the check that 
took place in exports of capital goods. The largest expansion in production 
was, as might have been expected, achieved by the industries that suffered 
the greatest fall in 1952—textiles, clothing, and paper and printing. But 
output of vehicles and chemicals, which had fallen off only slightly in 1952, rose 
rapidly last year, whereas the metal manufacturing industries, which had 
actually increased their output in the previous year, were the only industrial 
group to show a decline in production in 1953. 

The expansion of the gross domestic product--that is, the total output of 
goods and services—in 1953 is officially estimated at around £500 millions at 
1952 prices. In addition, £345 millions of resources became available for 
use at home through the increase in the volume of imports and decrease in 
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_* Economic Survey, 1954, Cmd. 9108; Preliminary Estimates of National Income and 
Expenditure, Cmd. ors; and U’.K. Balance of Payments, 1946 to 1953, Cmd. 91109. 
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the volume of exports. No less than £200-£250 millions of this addition is 
estimated to have been attributable to the favourable movement in the terms 
of trade; import prices were on average I2 per cent. lower than in 1952, 
whereas export prices were only 3 per cent. lower. The total increase in the 
volume of resources for domestic use was therefore £785 millions; and of this 
total some £350 millions was absorbed by increased private consumption. 
The real value of consumers’ expenditure rose by about 4 per cent. 

Consumers’ money incomes, however, rose by more than this. The gross 
income of wage and salary earners on the one hand and of landlords and 
shareholders on the other both rose by 6 per cent., while their disposable 
income was further augmented, to the extent of about I per cent., by the 
tax concessions given in the 1953 budget. Total disposable income thus 
rose by £778 millions. Retail prices, however, rose by only 3 per cent., so 
that real incomes also rose, and the increase 1n consumption was effected 
without any inroad into savings. Indeed, the official statisticians suggest 
that the amount of personal savings has expanded very strikingly in the past 
two years. The margin between their estimates of disposable income and 
of consumers’ expenditure was £285 millions in 1951, £776 millions in 1952, 

TABLE I 
THE INCREMENT IN REAL RESOURCES 


(Changes between 1952 and 1953 at 1952 prices) 


# millions 4 muilhons 
Consumers’ expenditure i + 350 Gross domestic product ~ 500 
Public authorities’ current expenditure Imports of goods and 
110 services wi = 285 


(including defence) 
Gross fixed investment — re - + 215 
Exports (of goods and services paid for 


during 1953) — 60 
O15 
Stocks and works-in-progress 170 
Total change in demand... a 4 “4 785 ‘Total change in supplies + 785 


and no less than {928 millions in 1953. These margins, since they are 
residual ‘‘ balancing’”’ items in the national income estimates, necessarily 
include errors and omissions in the whole series, and are not put forward as 
serious estimates of the precise amounts of personal savings; but the contrast 
between the figures for 1952-53 and for earlier years leaves no room for doubt 
that an important increase in saving has taken place. 

The expansion in consumption was not achieved at the expense of any 
significant erosion of the surplus on the external balance of payments; nor, 
as in most earlier years, was the earning of this surplus achieved at the 
expense of an inroad into domestic stocks. In 1953 the real value of stocks 
rose by some {170 millions, and an appreciable part of this replenishment 
occurred in stocks of coal, steel and primary commodities mainly supplied 
from overseas (especially food and feeding stuffs). There was no return t0 
stringency in the stock position, so that the rise in production took place 
without impairing the greater industrial flexibility that had been attained 
by the disinflation of 1952. | 

That is one of the reasons for the official view that the recovery of domestic 
demand did not—except at one or two points, notably textiles—pre-emp! 
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supplies that might otherwise have been exported; although, if domestic 
demand had been less insistent, manufacturers might have had a stronger 
incentive to press their goods in overseas markets. As it was, the surplus 
on the external balance of payments declined only slightly, from {£134 
millions to £123 millions exclusive of defence aid, and thus made a better 
showing than had been suggested by the figures for the first half of the year. 
The sources of this surplus, and the better balance achieved in its regional 
composition, are analysed in a note on page 242 of this issue. 

On two counts, therefore, the external achievement was better than had 
been expected. But the whole amount of the surplus was much smaller than 
the improvement that occurred in the terms of trade; while the better regional 
balance was associated with an increase of no Jess than {222 millions in 
Britain’s overseas sterling liabilities. !t is fair to note, however, that the 
rise in the sterling balances arose partly from the fact that Britain succeeded 
in its objectives of switching imports from non-sterling to sterling countries, 
and of increasing its long-term investment in the latter. These overseas 
sterling countries likewise succeeded in improving their balance on non- 
sterling trade, with the result that their sterling balances were further aug- 
mented by large net receipts of sterling from “ third ”’ countries—an indication 
of the wider use of sterling in multilateral trade. 

The overseas sterling area’s balances, impelled by these three influences, 
rose by £253 millions (in contrast with their fall of £111 millions in 1952) to 
the new peak of £2,938 millions. Sterling liabilities to the non-sterling world, 
reversing their trend of recent years, rose slightly, to £773 millions, and the 
balances of the dollar area rose by £28 millions; but the authorities are con- 
fident this was partly a reflection of the relative attractiveness of London as 
a centre for arbitrage dealing and investment of short-term funds. Mean- 
while, the growing shortage of sterling in some non-sterling countries was 
reflected in the fall of £58 millions in the sterling holdings of non-territorial 
organizations (chiefly the I.M.F. and International Bank). The grand total of 
{3,708 millions of sterling liabilities is therefore now well below the peak reached 
at mid-19g5I ; it represents approximately one year’s current expenditure by 
other countries in the United Kingdom, or roughly the pre-war relationship. 
But if that improvement is reassuring in itself, the relationship between these 
habilities to Britain’s gold and dollar reserves is disturbingly different from 
what it was before the war. The ratio was, however, raised perceptibly last 
year; the gold reserves rose by some £240 millions (to £899 millions), and 
there was also some increase in Britain’s overseas investment in the dollar 
area (primarily, it may be assumed, in Canada). 


POINTS OF WEAKNESS 

These, then, were the main achievements of 1953—the rise in output 
without a return to inflation ; the virtual maintenance of the external surplus 
and the strengthening of the gold reserves ; and a notable acceleration of the 
process of freeing the economy from the shackles of physical control. But the 
ar of prosperity is not of itself alone a good augury. The signs of progress have 
to be weighed against the signs of weakness—notably the deteriorating trend 
of the sterling area’s gold and dollar balance in the last half of the year ; the 
decline, or at best the standstill, of British exports in a year in which world 
‘xports increased perceptibly ; and the failure to expand fixed investment 








i) 
(yy 
o « 


THE BANKER 


in manufacturing industry. Each ot these sources of weakness must now be 
considered in turn. 

The deterioration in the gold and dollar balance has been largely masked 
by the fact that the gold reserves did rise by $151 millions in the second half 
of the year (despite the service payments on the North American loans) and 
by the continued expansion of the receipts from at least Britain’s exports to 
the dollar area. The growth of the reserves was, however, sustained by the 
special sales of Soviet gold (certainly exceeding $70 millions) and by excep- 
tionally heavy sales of gold by the overseas sterling area, whilst the traditional 
mainstays of the sterling area's dollar income were tending to fall away under 
the influence of the American recession. This influence can he clearly traced in 


TABLE I] 
STERLING AREA GOLD AND DOLLAR ACCOUNTS 


(S mullions) 


1Q53 
1951 LQ52 — ; j 
U.K. Transactions with Dollar Area : Jan.-June  July-Dec. Year 
[imports (f.0.b.) .2 we - ~ 2,079 1,004 713 732 1,445 
Exports and re-exports (f.0.b. t. ae 1,102 1,150 Hoh O42 1,248 
of whi h offshor sales — ‘a ie é 2? 27 St) 
Net invisibles i 7 ‘Jy -. = 220 - 277 3¢) 135 - Qo 
of ZU h Y h é xX Pe }? liture OT / a >. / ( fHad- 
dian fo) 5 272 BY i7aii e “a “es $5 ’ fas +5 70 Ts 
Current Balance oe ee i. =-EES S21 225 206 
Defence Aid .. ne os ne om ‘- 3358 155 131 286 
Net capital transactions 271 - 9 M4 68 
1,479 389 148 90 58 
Rest of Sterling Area 
salance with Dollar Area: 
Colonies .. oa oe a i 161 370 Lf 138 + 307 
Other sterling countries. . a a 173 — 273 .2 HO » @ 
Gold sales to U.Rh.: 
Colonies .. oF > - 55 25 | 
Other sterling countries. . ey Hs 193 lo Ss 122 220 
R.S.A. Dollar Balance Le 7 om 506 307 225 —- 211 — 436 
Other Dollar Transactions 
With O.F.E.C. countries... . a LO7 152 U4 - 44 + 50 
All other countries .. a - - . BO i a4 cr 74 + 120 
Net Change in Dollar Reserves .. .. 1,140 —- 487 521 + 15! + 672 


Table II, which shows a continued decline in the dollar surplus of the colonies 
and a reversal of the fall in the dollar deficit of the sterling dominions. 
Moreover, the fact that the net balance of the dominions has been less 
noticeably affected may have been principally due to their retention of stringent 
restrictions on dollar imports at a time when restrictions on imports from 
Britain and Europe were being relaxed. To some extent, therefore, the strain 
on the dollar account as such has simply been shifted to the E.P.U. account. 
The overseas starling area’s balance with Western Europe deteriorated sharply 
-from a surplus of nearly $90 millions in the first half of 1953 to a deficit ol 
$14 millions in the second half—a swing that accounted for three-quarters of 
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the deterioration that Britain faced in the balance with the European Payments 
Union. [his trend of the E.P.U. account continued in the opening months of 
1954 ; and, indeed, apart from the risk of an intensification of pressure from 
the American recession, the prospect of increasing deficit with E.P.U. is now 
the most disquieting aspect of the outlook for the gold and dollar reserves in 
the coming year. There is also some risk that the recent extension of sterling 
transferability to cover payments between virtually all non-dollar countries 
may cost Britain gold by sucking sterling into E.P.U. ; but this danger is 
discounted by the authorities, because of the growing scarcity of sterling 
outside the sterling area. Net transfers of sterling to O.E.E.C. countries from 
other non-sterling countries were lower in 1953 than in the two previous vears ; 
they totalled 462 millions, but were rising in the second half of the year. 

Apart from these trends in the external balance of payments, by far the 
most disappointing aspect of the recent experience has been the failure of 
British manutacturers to step up their rate of replacement and modernization 


TABLE III 


COMPANY FINANCE AND INVESTMENT 
1951 1952 1953 
(4 millions 
Gross trading profits (including provision 


5 | 


tor depreciation and 


stock appre tation) 2,540 2,2b0 2,430 
Other receipts * 729 659 790 
fotal receipts joa xis a yi 7 os xi 3,268 2,919 3,130 
Tax payments - - ae ~ on a - 715 O15 950 
interest and dividend payments es ar - - S44 QIg 951 
Gross fixed investment at home - a a a O37 620 640 
Value of change in stocks O42 - 70 60 

of which stock appreciation +. %4 - ‘i ( 500) (23) 257) 
lotal payments... ¥ v , 3,138 2,384 2,607 
\dditi : to ¢t and - idend emarercus oa ‘ 
\dditions to tax and dividend reser a o a 451 O2 5 
Available Liquid Funds = - 321 473 528 


“Income earned from abroad and investments, E.P.T. refunds and war damage compensation. 
* Unofficial estimate. ~ Arrived at before deducting outlays on overseas investment. 


ot plant—for, without an acceleration of the rate of industrial investment, 
British industry can scarcely hope to hold its own in export markets against 
ising competition, especially from Germany and Japan. -Last year the total 
volume of fixed investment was, indeed, some £215 millions larger than in 
1952 (valued at the prices of that year), and thus absorbed more than a quarter 
of the total additional resources employed at home. But this increase was 
wholly represented by the acceleration in the rate of new house-building—from 
{485 millions to £630 millions at market prices—and by additional fixed 
investment in the public utilities and certain basic industries. Fixed outlays 
by manufacturing industries are estimated to have been unchanged at £545 
millions. This is equivalent to less than a quarter of total fixed investment, and 
is precisely the amount that was absorbed by the public utilities—electricitv, 
‘aS, Water, communications and transport (including shipping). 

_ Aparticularly disturbing aspect of this lag in re-equipment of manufacturing 
industry is that it can no longer be attributed—not, at least, to any significant 
‘xtent—to priorities accorded to the public sector for scarce capital goods. 
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And, in the circumstances of last year, 1t certainly could not be attributed to 
shortage of private finance. The most striking feature of the Economic Survey 
was its reiterated assertion that spare capacity now exists in a number of 
capital goods industries. On the side of finance, the liquidity of business was 
promoted by a rise in gross trading profits of companies by £170 millions, o1 
some 8 per cent. ; and there was no longer any need to set aside large sums, as 
in 1950-51, to provide for the replacement of stocks at higher prices ; hence. 
despite an increase in dividend payments, the liquid funds available to com- 
panies after financing an increase in the physical volume of stocks and their 
fixed investment at home were actually larger than in 1952. This is illustrated 
in Table III. Although private investment overseas was appreciably higher in 
1953 than in 1952, it seems plain that, for the second year in succession, com- 
panies enjoyed a net surplus rather than a dearth of liquid funds—which helps 
to explain the insensitiveness of fixed investment to the re-introduction of the 
initial allowances in the 1953 budget. It also explains why the Chancellor is 
now replacing these allowances, which are equivalent to little more than an 
interest-free loan, by allowances that are in effect an outright grant (in the 
form of tax relief on the amount of the allowance). A more direct incentive to 
investment is thus being provided ; but it is hardly to be expected that it wil 
have a decisive effect. 

The fact that Britain is devoting a much smaller share of its gross national 
product to investment in manufacturing industries than is either Germany or 
the United States seems to have been already reflected in tts export. per- 
formance ; especially in capital goods, Britain’s proportion of world exports 
has fallen significantly in the past four years, while the proportion secured by 
its main competitors has risen sharply. In other manufactured goods too, the 
Economic Survey points out, Britain’s share of world exports has been falling 
in recent vears. In 1953, it is true, the proportion did not deteriorate further; 
but its maintenance seems to have been mainly due to the revival of demand 
from the overseas sterling area in the second half of the year. Moreover, ii 
the lag in British investment has not yet had serious repercussions upon the 
competitiveness of British export prices in more difficult markets, that mar 
have been mainly due to the fall in the costs of imported raw materials. Last 
year, too, the fact that British output was recovering from a condition 0! 
unaccustomed slack gave it a relatively large increment of productivity. 

For these several reasons, the prosperity of 1953 and the further expansion 0! 
the economy since then are not a measure of Britain’s strength to face th 
uncertain future. The terms of trade were as favourable to Britain as they are 
ever likely to be in the absence of a major recession in the United States ; and. 
indeed, any further “improvement ’ in them would damage the overseas 
sterling area more than it aided Britain, bringing repercussions upon the gold 
reserves and, later, upon Britain’s sterling trade. Yet although Britain enjoyed 
this good fortune in 1953, many of the fruits were swallowed up in consumption 
or non-productive outlays, and none of them went to strengthen either the 
balance of payments as a whole or the efficiency of the export industries—and 
this at a time when Britain’s competitors were steadily gaining ground. The 
paramount need for Britain still is to find a way of promoting a major drive 
for industrial investment, which is the only means of securing any substantial 
rise in productivity and of protecting the competitiveness of British goods. 
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Hope for No Par Value ? 
By Harold Wincott 


of the Gedge Committee on Shares on No Par Value and the verdict of the 

Cohen Committee on Company Law Amendment on the same subject in 
1945.* And yet, without in any way disparaging the work of the earlier body, 
it must be said that the findings of the two enquiries, so far as no par shares are 
concerned, are hardly comparable at all. 

The primary object of the Cohen Committee was to consider and recommend 
such amendments to the Companies Acts as it saw fit. As almost twenty years 
had passed since the previous review of such legislation, the Cohen Committee 
had its hands quite full enough with the consideration of the Companies Act 
proper without going exhaustively into the question of no par shares. It is true, 
of course, that the terms of reference of the Cohen Committee included an 
instruction to explore the pros and cons of such shares. It is equally true that 
the Cohen Committee did pronounce upon the subject. And yet the very terms 
of its verdict, in one particular at least, would appear to show that its con- 
sideration was in no way so detailed as that given by the Gedge Committee, 
which was, of course, able to devote all its time and energies to this one topic. 

The Cohen Committee in June, 1945, reported on no par shares as follows : 

“ While there is, in our view, much logic in the arguments put forward in 
lavour Of shares of no par value, there is little public demand for, and con- 
siderable opposition to, the proposal. We have also had some evidence that in 
practice this class of share has given an opportunity to the unscrupulous to 
manipulate accounts which could be defeated only by a series of elaborate 
provisions the substantial effect of which would be to re-introduce a capital 
account and, with it, most of those same complications which the no par value 
share was designed to avoid. Nor would the proposal bring any of the other 
major subjects of our enquiry nearer to solution. We therefore refrain from 
recommending any change in this matter.” 


[° is inevitable that comparisons should be made between the recent report 


EASY SAFEGUARDS AGAINST ABUSE 

The point that immediately strikes any student of the two reports is the 
considerable stress placed by the Cohen Committee on the difficulties and 
dangers of permitting no par value shares, and the almost brusque fashion in 
which the Gedge Committee, in its majority report recommending that the issue 
ofno par value shares should be allowed, brushes aside the idea that such 
difficulties and dangers are inherent in the system. The General Council of the 
Trades Union Congress, in its written evidence to the Gedge Committee, more or 
less repeated the substance of the Cohen Committee’s findings on these diffi- 
culties and dangers. In particular, in oral evidence, the T.U.C. pointed to the 
possibility that no par shares might lead to the distribution of capital in the 
suse of dividends and to the issue of shares at less than their full worth. 








"1954 Cmd. 9112 and 1945 Cmd. 6650 respectively. —Ep. 
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To this, the Gedge Committee replied : “ As regards the first of these objec- 
tions we are recommending that no part of the proceeds of an issue should be 
available for distribution as surplus. We believe that the safeguards provided 
by the present Companies Act, the Articles of Association, the general control 
by Stock Exchanges and the general law as to misfeasance are sufficient to 
meet the second. There is thus, in our view, no substance in either of these 
‘technical objections’ ’’. And again, in its general conclusions and recom- 
mendations, the Gedge Committee, having laid down that the whole of the 
proceeds of an issue should be carried to stated capital account and should not 
be distributable, and that conversions from shares of nominal value to shares 
of no par value and vice versa must be subject to approval by shareholders by 
extraordinary resolution, says simply, “‘ We think that, given these safeguards 
shares of no par value are neither more nor less open to abuse than shares having 
a nominal value. It is, moreover, our view that the necessary provisions can be 
incorporated into our present law without any undue complications. ... We 
do not consider that any additional safeguards are required “. 

The contrast in the two committees’ findings, less than ten years apart, is 
indeed striking. It is true, of course, that in the ten-year interval company law 
had been strengthened by the 1948 Companies Act and that new safeguards 
for the investor had been provided by the full implementation and experience in 
working of the Prevention of Fraud (Investments) Act which, brought on to the 
Statute Book in 1939, became fully operative only while the Cohen Committee 
was sitting, and, in practice, fully effective only after it had reported. Even so, 
it seems reasonable to conclude that the majority of witnesses before the Cohen 
Committee were not fully acquainted with and were therefore somewhat 
suspicious of the extent of the innovation that no par shares would represent. 
That conclusion stands reinforced by the additional contrast between the two 
committees’ findings on the question of the demand for and opposition to no 
par shares. The Cohen Committee, as noted above, found that there was “ little 
public demand for, and considerable opposition to, the proposal’. The Gedge 
Committee, on the other hand, records that “ there is general support for the 
proposal ’’, and, in more detail : 

‘We are satisfied from the evidence that there is a substantial demand for 
legislation permitting the issue of shares of no par value, such demand having 
arisen in large measure as a result of the ever-increasing disparity between 
paid-up capital and capital employed. In the nature of things it could not be 
expected that the demand would find expression among the general public at 
large, but the view expressed to us by most of the professional and other bodies 
and individuals who have been concerned to study the question has been that 
once the system is made available, its advantages will be recognized and its 
facilities used ”’. 

What has happened in this decade to remove the suspicion of, and to swing 
so markedly the demand for, no par shares? The paragraph from the Gedge 
Committee’s report just quoted touches on the nub of the matter when 
mentions “ the ever-increasing disparity between paid-up capital and capital 
employed’. To an ever-growing extent in recent years, British industry has 
become self-financing, reflecting in part the control of capital issues, in part al 
attitude of mind inherent in the managerial revolution, in part the “ moral’ 
limitation of dividends, and in part a general belief that savings in investors 
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hands were insutficient to finance the required industrial expansion. (It will be 
appreciated, of course, that some of these factors in themselves create a vicious 
circle, by drying up the supply of capital in investors’ hands.) 

This growth of the habit of self-finance, pushed to extreme lengths, is 
objectionable in itself, in that new investment projects are required to satisfy 
no direct market tests. But in the context of no par shares, it need not have 
been important. Tor the issue of what are known as “ bonus ”’ shares—the 
phrase itself 1s roundly condemned by the Gedge Committee as “ gravely 
misleading '—through the capitalization of reserves, does enable a company 
to keep its paid-up capital more or less in line with reserves. And here, of 
course, we come to the essence of the case for no par shares in modern Britain. 

For two Chancellors of the Exchequer, in the persons of Mr. Hugh Dalton 
and the late Sir Stafford Cripps, took very good care during Labour’s term of 
office to ensure that paid-up capital should jot be kept in line with real capital. 
They devised a Morton’s Fork for the British company world. One prong 
consisted of moral dividend limitation (backed always by the threat of statutory 
action to the same end), which ensured that capital in the form of reserves 
should constantly increase. The other consisted of the tax on all capital issues 
that included an “ element of bonus’’, and, subsequently, of instructions to 
the Capital Issues Committee to go slow on scrip issues, both of which made 
it virtually impossible for paid-up capital to keep pace with the growth in 
real capital. In addition, of course, we were then beginning to see some at 
least of the effects of war and post-war inflation on profits—profits that were 
related in the vast majority of cases to paid-up capitals expressed in pounds of a 
very different age and value. 

With the British company world thus impaled, it represented an admirable 
target for the misrepresentations of the demagogues. The latter were by no 
means confined to the political opponents of capitalism. Some sections of the 
popular Press lost no opportunity of parading dividends of ‘‘ 4,000 per cent.. 
tax free (on a toy nominal capital), or of headlining the fact that the pro- 
prietors of a business had sold out at “‘ £28 for each {1 share ’’. Even in staider 
circles, many of the old fallacies concerning scrip issues, ‘‘ dividends ”’ paid in 
the form of shares, and so on, persisted. 


T.U.C. CLINGS TO SUPERSTITION 

It is the great merit of the majority report of the Gedge Committee that it so 
dispassionately states the case for no par shares and explodes the fallacies 
that have come to surround shares of fixed nominal value. But all the weight of 
reasoned argument that this majority report employs has evidently been 
unable to open the mind of the T.U.C. representative on the Gedge Committee, 
Mr. W. B. Beard, who produced the perhaps inevitable minority report. The 
part played by the T.U.C. in this matter is rather pathetic. With the very 
considerable redistribution of wealth which has taken place in this country— 
and which no party is likely significantly to vary—it would seem that there is a 
great role for organizations such as the T.U.C. to play in canalizing the money 
that is now in new hands into Britain’s industry. A vital prelude to such 
canalization is surely education in the processes involved. It is not putting 
matters too high to say that no par shares are an essential part of the pro- 
samme ; the relation, for example, of earnings and dividend per share to the 
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price paid for the shares instead of to some meaningless nominal value is 
automatic with no par shares, and greatly simplifies the concept of investment 
in equity shares. 

In fact, however, we find the T.U.C. and its representative mentally quite 
incapable of moving with the times. Pathetically, they cling to outmoded 
conceptions and superstitions, presumably because they feel instinctively 
that their members cannot quickly unlearn all the anti-capitalist dogma on 
which they have been nurtured for half a century. According to the T.U.C., 
no par shares are a device to mislead the workers and cloak excessive dividends, 
The Gedge Committee was evidently at great pains—and very rightly—to 
vet to the bottom of the fears of the T.U.C. Its conclusions and recommenda- 
tions urge the necessity of improved “ public relations ’’ between companies 
and their workers, notably in the explanation of company accounts to work- 
people, a process it believes would be advanced by no par shares. It devotes 
three pages of its report to setting out the views of the T.U.C. and discussing 
the particular problem the T.U.C. raises. 

It can hardly be said that the T.U.C. emerges well from this survey. Asked 
in oral evidence to define what would be regarded as “‘ excessive dividends ”, 
the T.U.C. witnesses made it plain that the only yardstick 1s what the average 
trade unionist regards as excessive—an approach reminiscent of the recent 
correspondence in 7/ie Times on the subject of averages. But where the negro 
Pullman car attendant eventually admitted that very few tips came up to the 
average, the number of “ average  T.U.C. members who come across excessive 
dividends is clearly high. 

Two thoughts remain predominant after reading the Gedge Committee's 
report. First, will the Government allow itself to be intimidated by Mr. Beard’s 
minority report, and ignore the findings and recommendations of the seven 
members of the committee who recommended that the use of no par shares be 
made permissive ? Secondly, if no par shares are permitted, will thev in fact 
become widely used ? Time alone can answer these questions. But moderate 
opinion will surely concede that nothing can be lost by allowing both shares ot 
nominal value and of no par value to run side by side, and for the newer form 
(in this country) thus to test its merits in practice. If, in the event, no par 
shares were found wanting, the Gedge Committee’s suggested provision for 
reconversion to shares of nominal value would meet the contingency. To oppose 
shares of no par value in these circumstances is to admit quite frankly that 
sanity and common sense have been subordinated to political considerations. 


— 
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Is Gold Staging a Come-Back ? 


Recent developments in Britain and the United States have brought once 
more to the fore the question of the international and domestic réle of gold. 
This article surveys the wider tmplications of these developments, and two 
following articles in this issue discuss the chances of a change tn America’s 
gold regulations and the effects of the reopening of the London gold market 
upon the world’s principal gold producer—South Africa. 


HE world’s independence of the gold standard comes of age this month. 

It was in May, 1933, that the President of the United States was given the 

eg to fix by proclamation the weight of the gold dollar “‘ at such 
amounts as he finds necessary from his investigation to stabilize domestic 
prices or to protect the foreign commerce against the adverse effect of depre- 
ciated foreign currencies '’. Sterling had, indeed, abandoned gold more than a 
year and a half previously, but it was the severing of the link between gold and 
the dollar that marked the final breakdown of the international gold standard. 
Yet now, after twenty-one years, gold has not been swept, as Ke y nes wished it, 
“into the relics of a barbarous age’”’. In some respects, indeed, its place in 
the world of international payments is gaining in importance. In recent months 
in particular there have been stirrings of events and portents in the world of 
gold that suggest that the metal may be staging an impressive come-bhack. 


RE-AWAKENING OF LONDON MARKET 

The most important facet of this revival is that in London a free market in 
gold has been resuscitated after lving dormant for more than thirteen years. 
[tis by no means a wholly free market, but it does provide automatic conver- 
tibility into gold for a certain type of privileged non-resident sterling, known as 
registered sterling '.* And the London market now powerfully reinforces a 
world free market that has finally lost its ““ black ’’ cloak. The dealings on the 
iree gold markets no longer infringe the technical or moral dictates of the code 
enunciated by the International Monetary Fund. Gold producers are now free 
to sell their production in the free markets, though in many cases the authorities 
in their own countries insist on sales against dollars, and in the case of South 
Airica, as a subsequent article in this issue points out, these sales are channelled 
through the central bank and are directed primarily to one free market, London. 
Buyers, including central banks and treasuries, may operate in the free markets 
without blotting anv copybooks or escutcheons. These official buyers should 
provide a “ floor ’’ below which the free market price cannot fall, but it is a 
floor with a doubtful firmness. Among the most si; enificant of the recent 
developments in the gold market is the return of Soviet Russia as a persistent, 
and at times heavy, seller of gold. This is a development that may ultimately 
affect the degree of permanence of the existing floor to the world price of gold. 
Among the less tangible portents affecting the rdle of gold is undoubtedly 
the fact that in many countries twenty-one years of freedom from the gold 
standard has led to growing disillusionment. The sentence of perpetual inflation 


* The technical arrancem sili iiliiiiaas, in the London market were tully reported in editorial 
notes in the April issue of THE BANKER. 
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that many consider to have been passed on by managed paper currencies has evok- 
eda corresponding nostalgia for an external discipline such as gold used to impose. 
This reaction is being exploited by the vested interests of gold producers, 
notably in the United States. There legislation has actually been introduced in 
Congress to restore a genuine metallic gold standard, complete with golden 
eagles in circulation. This legislation has little chance of enactment, but 1t may 
have important indirect effects on some internal American gold regulations. 
This development is discussed in detail by an informed correspondent in an 
article on page 275 of this issue. 

The reopening of the free gold market in London has proved an outstanding 
success. When this move was being discussed in official circles there were many 
voices pleading for caution and delay. They rightly argued that to reopen a 
free market in gold seemed to have a greater bearing on the convertibility of 
sterling than the reopening of any of the commodity markets. They therefore 
hinted that this market, despite all attempts to control it, might in time provide 
the channel through which unmanageable leaks in exchange control would 
expose the reserves to the full force of any decline in world confidence in sterling. 
They further pointed out that to allow a free market to quote gold prices 
departing appreciably from the official parity of sterling would be tantamount 
to acknowledging a devaluation or upvaluation of sterling. None of these fears 
has yet found the least justification. The price of gold as quoted in London 
since the reopening of the market has kept below the level of 250s., the official 
mint parity. There is no possibility of an undesirable or illegal outflow of 
capital wending its way from this country through the reopened gold market, 
as dealings in that market are hedged by many restrictions. Only the authorized 
banks and a few other specialist firms in the bullion market may deal, and sales 
of gold can be made only against payment in dollars, American account sterling 
or the new “ registered sterling ’’ that can be constituted only by a previous 
sale of gold or dollars by a resident outside the sterlmg and the dollar area. 

While the fears have proved unjustified, the hopes that were built on the 
reopening of the gold market have been more than realized. London has again 
become the most important of the international gold markets. It owes that 
success partly to the presence in London of specialist dealers, brokers and 
refiners, a combination of skill and tradition unmatched in any other capital. 
Equally important, however, is the fact that the London gold market, unlike 
so many of the free markets that have flourished in recent years, can claim to 
be a genuine two-way market—a market to which a large part of the gold 
production of the world is canalized and where the demand can, therefore, 
always be met by an adequate supply. Demand has been attracted to the 
London market not only bv this availability of supplies but by the fact that 
London firms have been quoting exceptionally keen and narrow prices. At 
the fixing itself dealings are subject to the usual commission of 4 per mille. 
For dealings after the fixing, which are net of commission, London has been 
quoting a one penny margin in the sterling price and a three cents and occa- 
sionally two cents margin when quoting a dollar price. No continental centre 
has been able to compete against terms of this kind ; and as a result the bulk 
of international business in gold has in recent weeks been transacted in London. 
In particular, London has attracted virtually the whole of South Africa’s gold 
output. The direct profit and commission to London bullion firms resulting 
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from the greater volume of dealing has admittedly been rather small, as 
margins have been cut in order to reattract business. But the reopening of the 
gold market has benefited the London market through all kinds of subsidiary 
channels as well. It has, for example, markedly increased the volume of business 
in the foreign exchange market, as substantial sales of dollars have been made 
in order to establish registered sterling with which to purchase gold. 

The authorities have operated actively and in both directions in the revived 
free gold market. The Bank of England has sold gold as the agent for the 
disposal of the South African supply, and it has also bought when prevailing 
demand was inadequate to take up available supplies. There is little doubt 
that the substantial increases in the gold and dollar reserves announced since 
the reopening of the London gold market owe something to the direct purchases 
of gold in the open market by the Bank of England for the Exchange Equali- 
zation Account, though it should be emphasized that over a period the principal 
effect of the reopening of the gold market is likely to be seen in an enhancement 
of the position of London as a centre for gold dealing and international exchange 
arbitrage rather than in direct accretions to the total gold and dollar reserves. 

The active intervention of the authorities has given the free market the 
fnal imprimatur of respectability. Admittedly the taint of black, or even grey, 
had softened when the premium disappeared ; but even the return of a sub- 
stantial premium would not deter the authorities from using the market 
—indeed, as the ensuing article points out, it might involve an appreciable 
extension of official dealings. The victory for freedom is a considerable one, in 
particular for the gold producers. There need no longer be underhand recourse 
to such subterfuges in selling gold in the free market as processing of metal to 
be unprocessed again, or export against fake affidavits asserting that the metal 
was needed for industrial purposes. 


How FIRM Is THE “ FLOOR ”’ ? 

The “ floor” below which the free market price cannot fall is generally 
calculated as the equivalent of $34.76 per fine ounce, which at the official dollar 
parity would be equivalent to about 248s. 4d. This floor assumes an uncon- 
ditional readiness to buy gold on the part of the United States Treasury ; and 
it is instructive to consider how far that readiness is in fact a statutory require- 
ment. The departure of the doilar from the gold standard twenty-one years 
ago, enacted somewhat incongruously under the Agricultural Adjustment Act, 
was followed in September, 1933, by that extraordinary episode during which 
the dollar price for gold was fixed daily by the President of the United States 
on the advice of the Secretary to the Treasury and some of his economic 
experts. The world has since learned by the publication of the Morgenthau 
diaries of the haphazard and irresponsible manner in which this daily miracle 
was performed. This somewhat farcical interlude was brought to an end in 
January, 1934, with the enactment of the Gold Reserve Act. This Act set an 
upper and a lower limit to the President’s power to devalue the dollar, namely 
50 and 60 per cent. of the former parity. On the day after the passing of this 
Act the President issued a proclamation that fixed the weight of the gold dollar 
at 59.06 per cent. of its former weight of 25-4/5 grains 9/1oths fine. It was this 
proclamation that gave the price of gold its official value of $35 per fine ounce, 
at which it has remained ever since. 
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The power to change the gold parity of the dollar within the margins of 
30 to 60 per cent. of the old parity was limited for an initial period of two years, 
and was then renewed year by year ; but it was allowed to lapse on June 30, 
1943. Since then anv change in the gold parity of the dollar would be possible 
only by Act of Congress. Such action is also required by America’s Bretton 
Woods Agreement Act of 1945, which reserved for Congress all power to change 
the par value of the U.S. dollar—a provision that was intended to make 
it quite clear to the newly-established International Monetary Fund that it 
would have no supra-national authority over the monetary affairs of the 
United States. 

It is not generally realized that all these enactments and provisions, clearly 
as they specify the gold parity of the U.S. dollar, make no equally clear provision 
for the legal obligation of any body in the United States to buy and sell gold. 
There is no such obligation on the Federal Reserve Banks, the bulk of whose 
gold reserves was transferred to the United States Treasury in 1934 in exchange 
for gold certificates. The purchases of gold on the basis of $35 per ounce are 
made for account of the Treasury and by virtue of a proclamation, of uncertain 
legal validity, issued in 1934. This prov ides that “ the Secretary of the Treasury 
with the approval of the President will buy through the F ‘ederal Reserve Bank 
of New York as fiscal agent, for the account of the United States, any and all 
gold delivered to anv United States mints or the assay offices in New York or 
Seattle at the rate of $35 ee fine ounce, less the usual mint charges and less 
one-fourth of one per cent. for handling charges ”’ 

The Secretary of the Treasury also sells gold on the basis of $35 per fine 
ounce, but subject to his discretion and to such regulations aa. he may 
prescribe. He issues licences authorizing the export of gold coin and bullion: 
the licences on account of private exports are subjected to effective scrutiny, 
but those on account of exports by recognized foreign governments or central 
banks are granted automatically in practice. But ‘the Treasury is under no 
statutory obligation to continue this automaticity. Licences to sell or export 
gold could thus be suspended from one day to another in the United States 
without any legislative action being taken. Similarly, the obligation to buy 
rests on a mere proclamation, the validity of which could, in theory, be 
questioned. Needless to say, it has behind it a long tradition, and commands 
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such confidence on the part of the world as a whole that enormous amounts 
of gold have been shipped to New York by producers and dealers on the 
unquestioned, and hitherto fully vindicated, assumption that it would, in 
fact, be bought by the Treasury on the basis of the official price. 

If any doubts have been raised on this score of late they have arisen from 
the re-emergence of Soviet Russia as a substantial seller of gold. Since 
October of last year a total that is put at a minimum of {£60 millions of 
Russian gold has found its way cither to the free markets of the Continent 
and London or direct to the Western European central banks. This activity 
has in itself been of undoubted benefit to Britain. Much of the Soviet gold 
has been sold against sterling, some of it direct to the Bank of England, but 
the greater part against payment in transferable sterling, which the Soviet 
Union 1s now able to use freely for payments for anv purpose whatever 
to virtually any country outside the dollar area. Part of the gold sold against 
transferable sterling on the Continent has then been resold by the buyers on 
the London market against registered sterling which, in turn, has been con- 
verted into dollars and then transferred back again into transferable sterling, 
ready once again to begin the sequence of gold shunting operations. These 
transactions have played a very large part in bringing the rate for transferable 
sterling well within the gold points of the official rate. 

It has, however, been argued that if these operations assume still greater 
importance and if some of the Russian gold in question is offered in the form 
of hammer and sickle bars to the United States Treasury, America’s official 
readiness to buy gold at $35 an ounce may be tested 1n a manner more severe 
than any applied to it over the past twenty-one years. Mr. Randolph Burgess, 
speaking for the United States Treasury, has given some reassurances on this 
subject. In testimony given in Congressional hearings on the gold bill before 
the Senate—reproduced in some detail on pages 277-279 of this issue—he has 
announced that the United States Government stood ready to buy gold on 
the basis of the official price whatever might be the origin of the metal. So 
far, however, that readiness has not been put to the test. If any Russian gold 
has been re-exported to the United States it has first been remelted and 
furnished with less provocative markings. Since the cost of such remelting 
is no more than I cent per ounce, this seems a reasonably cheap precaution 
to take. 

Although, therefore, it is more than probable that a great deal more gold 
will emerge from the Russian reserves and current production to feed the 
growing Russian appetite for imports of consumer and capital goods, it seems 
unlikely that this will lead to a break in the one solid beam that now supports 
the international price of gold. It is inconceivable that the United States 
would, in a fit of McCarthyism, perpetrate the folly of restricting or qualifying 
its readiness to buy gold. To do so would in truth be a case of cutting off 
its nose to spite its face, since the decline that would inevitably be caused 
in the price of gold would be felt first and foremost by the United States, the 
holder of the largest metallic reserve in the world and the producer of no 
little part of it. Moreover, the damage would be much more than direct ; 
although gold has abdicated from its former réle as director of domestic mone- 
tary policies, it still plays an absolutely essential part in the realm of 
international payments. It is indeed the availability of the dollar and not of 
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cold that sets the basic pattern to the degree of equilibrium in the international 
economy, notwithstanding the misconceptions on this subject obtaining even 
in the United States Treasury itself.* But it is gold that still provides the 
nominal standard in which currency parities notified to the International Mone- 
tary Fund are calculated and expressed, and it is gold that provides much of 
the actual means of payment for ultimate international balances of indebted- 
ness, Whether it be through the European Payments Union or on bilateral 
payments accounts. Gold is still the one commodity that every country in the 
world is prepared to accept in discharge of international obligations. 


DISCIPLINE SHORT OF THE GOLD STANDARD ? 

Despite the disillusionment that has grown from the chronic inflation that 
the world has experienced since “ managed ” currencies have been in vogue, 
there is no likelihood of a restoration of gold to its former importance in the 
determination of domestic monetary policy. If gold were ever to reoccupy that 
role, a necessary precondition would be not only the effective abandonment of 
the concept of internal monetary sovereignty, but also a major upvaluation of 
the price of gold. For existing reserves as at present valued would be totally 
inadequate for the reassumption by gold of its role in domestic economies. The 
reserves are inadequate, indeed, for the function that gold still performs of pro- 
viding the means of ultimate international settlement. But the chance of an 
increase in the price of gold has receded (probably irrecoverably, at least 
during the next few vears) now that the premium on the free market price has 
disappeared and now that it is accordingly so evident that even the price of $35 
per ounce is dependent upon the readiness of the American authorities to buy 
unconditionally at that price. 

Whilst gold may be a dependent of the dollar it must also be recognized 
as a prisoner of the restrictions upon its use that persist In every important 
country in the world. If individuals were free to buv and hold gold as they 
wished, a true “ paper currency ' value of the metal would emerge with far 
ereater clarity than is obtainable to-day, when only a minute fraction of the 
peoples of the world are allowed free access to the metal. There seems to 
be no major reason why the United States at least should not make the experi- 
ment in freedom of allowing its own nationals the right to hold gold in any 
torm-——without restoring a metallic circulation. Ifit did so, and if at the same 
time the price held firm at around the present parity, the United States author- 
ties would have greater justification than they can claim at present for their 
adamant refusal to consider any adjustment in the price of the metal. If, 
moreover, they restored freedom, they might find that it proved contagious. 
There can be little desire throughout the Western world to restore the rigid rule 
of gold over the freedom of governments to pursue appropriate domestic econo- 
mic and social policies. But post-war experience has clearly demonstrated that 
no amount of regulation and legislation can secure effective internal sovereignty 
in economic policy to countries closely integrated in the international economy. 
Some restoration of the internal réle of gold would provide an element of 
discipline in domestic monetary and credit policies which, taking the world by 
and large, is still sadly lacking to-day. 


* See, for example, Mr. Burgess’s testimony at the Senate gold hearings reproduced on pages 
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South Africa and the London 
Gold Market 
By C. Gordon Tether 


HE country most affected by the reopening of the London gold market 
is unquestionably South Africa. Whatever the validity of the reports 
that Russian output of gold has increased substantially since the end of 
the war, it is certain that South Africa is still far and away the largest producer 


of gold in the world. In the three vears from 1951 to 1953 its average annual 
output was 11.9 million ounces, or over 48 per cent. of the average total of 
24.5 million ounces produced in the non-Communist world. Putting the 
production of the Soviet Union and its satellites over this period at an 
average of 4 million ounces—a generous estimate—the South African share 
of the world total is still well over 40 per cent. Moreover, it is hoped that 
development work in the new Orange Free State field will add another 
5 million ounces to the Union’s gold output in the course of the next four 
vears, and possibly an additional 3 million ounces after that. 

~ The predomineting importance of South Africa in the world gold market 
made its reaction to the reopening of the London market especially important. 
In the event, that reaction constituted one of the most encouraging aspects 
of the freeing. Jhe South African authorities immediately announced that 
in order to make active use of the British market they would make extensive 
revisions in their arrangements for marketing gold. The basic change has 
heen that gold producers are again required to sell their whole output to the 
south African Reserve Bank. This constitutes a reversion to the arrange- 
ments obtaining up to 1949, when South Africa ventured to offer a direct 
challenge to the campaign of the International Monetary Fund to stamp out 
the premium gold markets by permitting South African gold producers to 
sell 40 per cent. of their output at the higher prices obtainable in the free 
markets. This permission was made subject to the proviso that the metal 
was sold only for U.S. dollars and was first subjected to manutacturing pro- 
cesses—-simplv to give some face to the Union Government’s claim that it 
was still complying with I.M.F. regulations on premium gold transactions, at 
least in the letter. 

Large quantities of gold have in fact been sold by South African producers 
on the free markets in the past four years, much of it with the help of facilities 
provided by London bullion houses. Prices of over $40 per ounce were 
obtained at first, but later they declined, settling down for a time in the 
region of $38 before they finally weakened in 1953 to within a few cents 
of the official parity. But though the fall in the free market price in this 
latest period was primarily due to the decision of the International Monetary 
fund to discontinue its fight to suppress the premium gold traffic, the South 
African authorities maintained the 4o per cent. limit on free market sales by 
the Union’s mines—notwithstanding the fact that producers in almost every 
other country had been given complete freedom in selling their entire output, 








— 


THE BANKER 


IQ 
a | 
hQ 


at least in exchange for dollars. [he remaining 60 per cent. of the production 
of the Union’s mines continued to be sold to the Reserve Bank at prices 
based on the official parity of $35 per fine ounce. These were at first fixed, 
but were later made variable within narrow limits in conformity with the 
(limited) fluctuations permitted in sterling-dollar exchange rates since the 
reopening of the London exchange market at the end of 1951. 

Immediately after receiving the news of the resuscitation of the London 
gold market, however, the South African Finance Minister, Mr. Havenga, 
announced that the arrangements permitting the Union’s mines to sell a 
portion of their output on the free markets would be withdrawn forthwith 
and that the mines would again have to sell their entire production to the 
Reserve Bank. Accordingly, the Reserve Bank can now sell any desired 
portion of South African gold on the London market—although it retains 
‘full discretion to sell the metal elsewhere in the unlikely event of that 
proving more advantageous’’. There is ncething in the new arrangements 
that entails any modification of South Africa’s obligation to sell to the United 
Kingdom in 1954 at least 4 million fine ounces of gold (worth £50 millions), 
or its equivalent in U.S. dollars (under the arrangement whereby South 
Africa secures the right of free access to the London capital market without 
incurring any obligation to contribute its dollar earnings to the central 
reserves of the sterling area). 


SELLING THROUGH THE BANK 

The precise technical mechanics of the new policy have not been officially 
revealed. But it seems to have been decided that, for the time being at least, 
all gold that the Union authorities have available for disposal in the United 
Kingdom is to be channelled through the Reserve Bank to the Bank of 
England. The price is understood to be the current market quotation 
in London—with the Bank of England acting merely in the capacity of selling 
agent for the Reserve Bank. The actual price paid to the Union is naturally 
adjusted to take account of selling expenses. The specific gold agreement 
between Britain and South Africa therefore means that the Union, unlike 
other Commonwealth producers, does not dispose of its output on the London 
market direct through bullion houses (except, of course, to the extent that 
such houses themselves act as agents for the Bank of England). South Africa 
would thus now appear to be the only significant source from which gold 1s 
consigned direct to the Bank of England; a good part of the gold that has 
flowed to the London market through the Bank in the past month or two has 
certainly been of South African origin. 

The price paid by the Reserve Bank to South African producers is expected 
to be determined on a monthly basis in the same way as before—that is, by 
averaging the prices obtained for newly-mined gold sold by the Reserve Bank 
in the preceding month. In the London bullion market it is thought that this 
may well correspond for some little while to the price obtained by the Union in 
the London market. For during the first month or two use of the re-opened 
London gold market has provided the Union with a means of obtaining dollars 
against gold that was slightly more economical than direct sales of gold by the 
Union to the United States Federal Reserve. As the Union is not a full member 
of the sterling area dollar pool and accordingly has the right to sell gold m 
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London for dollars or fully convertible sterling—a right denied to other members 
of the sterling area, which can sell gold only for resident sterling—South Africa 
might thus find it profitable to raise by gold sales in London not only the sterling 
and other non-dollar currencies needed to cover its payments deficit on mer- 
chandise and invisible transactions with non-dollar countries but also the 
exchange required to cover its deficit with hard-currency areas. In other words 
there is a good prospect that the London market will attract the entire ¢old 
output of the Union. , 
The London gold market corresponds very broadly to a — market 
in gold operating on a U.S. dollar basis ; for South African gold producers 
yse of that market must therefore be more remunerative than ‘te old arrange- 
ments unde ‘ry which at most 40 per cent. of production could be sold for dollars 
in the free market. But as the free market premiums on gold are now of very 
minute size, the additional return will be very modest. It could, of course 
assume considerably larger proportions if the price of gold in terms of dollars 
in free markets—of which the London market is now one—rises to any extent 
But at the moment such a movement does not appear to be very likely. For 
apart from the more fundamental forces acting against such a development, 
there is now the new possibility that the British authorities might consider 
themselves justified in purchasing gold against dollars from the U.S. authorities 
for re-sale on the London market in order to prevent the London price of 
sold from rising-materially beyond its present level—and with it, of course, 
prices in Other markets in which gold is also freely exchangeable for dollars. 


LIMITED EFFECT OF NEW ARRANGEMENTS 

It seems clear that 1f the Union’s new gold marketing arrangements do in 
fact conform to the basis outlined above, the re-opening of the London gold 
market will not fundamentally alter either the position of the South African 
gold-mining industry, or the Union's relations with Britain and the sterling area 
as a Whole, or South Africa’s own external payments position. Gold producers 
will get on average a penny or two per ounce more than before for their metal 
as long as prices in the London market are maintained at about the levels 
reached in its opening weeks, but on the other hand they may be able to profit 
less than before from an expansion in the hoarding demand for gold should the 
British authorities intervene in the London market to set an effective ceiling fo 
the dollar price of gold in the international free market. _ 

The Union’s payments relations with the United Kingdom are likely to be 
aflected even less. The fact that a larger part, and perhaps the whole, of the 
Union’s gold output may in future be coming to London does not necessarily 
imply any change in the South African contribution to the sterling area’s dollar 
reserves—and for the present at least appears to be having no such effect at all. 
The Union, as Mr. Havenga has pointed out, will abide by its earlier undertak- 
ing to sell a minimum of . £50 millions of gold to the dollar pool during 1954: 
and there is to be no change in the arrange ment under which South Africa 
covers its net needs of sterling and part of its payments to countries outside the 
dollar and sterling areas throug sh London in return for corresponding sales of 
gold there. The Union mz Ly well, as pointed out above, sell more of ths gold in 
London, irrespective of its net sterling needs ; but the effect of these sales on 
the reserves w ‘ll of course, be offset by the extent to which the Union chooses to 
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convert the “ registered sterling ’ it receives for its sales of gold in London 
into dollars. 

The undertaking to sell Britain a minimum quantity of gold 1s part of the 
bargain under which South Africa retains certain advantages of sterling-area 
membership—such as free access to the London capital market—without being 
subject to its obligations. The principal obligation is to pool earnings of hard 
currency and also to maintain a degree of discrimination against imports of 
dollar goods, which South Africa abolished for “ essential ’’ goods in 195] 
and for “ non-essentials’’ last autumn. So long as sterling prices remain 
competitive, there is little reason to suppose that this ending of limited dis- 
crimination will alter the Union’s payments balance with the sterling area ; 
and that means that the agreement to sell a minimum quantity of gold to 
Britain will continue to be a concession by the Union only in name. South 
Africa’s net need for sterling to finance its deficit with the non-dollar world 
has recently been running at an annual rate of about {70 millions per annum, 
whereas the gold obligation is for only £50 millions. 

Finally, the fact that the Union’s mines will probably now be able to showa 
slightly larger return from their gold sales will strengthen the country’s foreign 
exchange earnings, if only slightly. So also will the ability of the Reserve Bank 
to obtain a supply of U.S. dollars on fractionally better terms. But beyond that 
South Africa’s external payments account will not be substantially changed by 
the reopening of the London gold market. The only hope of any radical 
improvement lies in an increase in the official price of gold. And though Mr. 
Havenga has put forward a theory, backed by some rather obscure reasoning, 
that the prospects for an increase were brought a step nearer by the reopening 
of the London gold market, it is not easy to see how the development can exert 
any great pressure in this direction. Happily South Africa now stands a little 
less urgently in need of the boost of a higher gold price than a year or two ago. 
The fairly austere import policy of 1953 succeeded in reducing the external 
payments deficit for the vear to a sufficient extent to enable it to be covered 
from the proceeds of a net capital influx of some £25 millions and by drawings 
on gold and foreign exchange reserves limited to £20 millions. In the present 
year it is hoped that it will be possible to avoid net recourse to external reserves 
altogether. Now that the losses suffered as a result of the short-lived devalua- 
tion scare in January have been recovered, the Reserve Bank’s holding of gold 
and foreign exchange is quite as high as it was at the beginning of the year. 

Moreover, the Union should from now on be beginning to feel the benefit of 
the steps taken over the past few years to expand production of gold and 
uranium. It has been officially estimated that, given an adequate supply of 
labour, earnings from gold sales should increase by some {£60 millions pet 
annum during the next four years, and earnings from sales of uranium by 
some {40 millions. An expansion in the country’s gold and uranium production 
of this order would, of course, tend to increase the demand for imported pto- 
ducts : but South African authorities seem confident that the resultant 
increase in earnings of foreign exchange would enable the Union greatly t 
relax restrictions on imports, if not to abolish them altogether. And if, a 
course, Mr. Havenga’s hunch that the reopening of the London gold market 
will hasten the raising of the world gold price does prove to be well founded, 
South Africa will find herself in clover. But that, as the other two articles m 
this series make clear, seems a regrettably unlikely contingency 
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Will America Ease its Gold Regulations ? 
By Herbert Bratter 








WASHINGTON, Mid-April 
PART from news of Russian sales of gold in Europe in recent months, the 
A american public has not been conscious of any “ gold question’’. There 
has, indeed, been no little activity in Washington in consideration of 
legislation intended to make far-reaching changes in the internal status of 
sold ; but this represents little more than the result—the whole result—of the 
pressure Of the gold-mining interests and of a few monetary eccentrics. The 
hearings that were held in the Senate a few weeks ago on a bill introduced by 
Senator Styles Bridges of New Hampshire to ‘‘ resume the redemption of 
currency in gold ”’ are the nearest the bill will ever get to enactment. Little 
attention has accordingly been given to the progress of the measure or to its 
content. 
But although the Bridges bill, and others like it, may be unimportant as a 
prospective piece of legislation, it nevertheless has a significance extending far 
beyond the direct interests concerned—for at least three reasons. It brings out 
umistakably the composition and strength of the interests themselves. It 
provides occasion for the spokesmen of the Administration to make clear the 
oficial attitude on vitally important questions such as the price of gold. And, 
most important, perhaps, it may provoke small but significant changes in 
oficial regulations governing gold ; few Washington pressure groups worth 
their salt are left without at least a crumb for their labours. These are the three 
aspects of the Senate gold hearings that are discussed in this article. 
senator Bridges’ bill seeks to restore the gold-coin standard in the United 
‘tates. It proposes the minting and issue of new coins, on the basis of $35 an 
ounce for gold. This would make the American dollar internally convertible 
ito gold. The bill thus seeks to enable the individual United States citizen 
t0 share with foreign central banks and governments the automatic right 
t0 acquire gold in exchange for dollars. Should the bill ever be enacted, it 
vould render even more remote than at present any possibility that the United 
‘tates may raise the price of gold in the foreseeable future. 

The Bridges bill in the Senate has been referred to the Banking and Currency 
lommittee, whose chairman has in turn referred it to the sub-committee on 
'ederal Reserve matters. This is a sub-committee of seven members headed by 
‘nator John W. Bricker of Ohio, a conservative Republican and reputedly a 
veliever in the old gold standard. Supporters of the bill privately express 
confidence that they can get approval by the sub-committee, the full committee, 
ihe Senate and the House of Representatives. But there was no evidence of 
sich support at the hearings—primarily of course on account of the weight of 
the opposition of the Treasury and Federal Reserve Board. Apart from any- 
thing else, the necessary time for full Senate debate is lacking in this Congres- 
‘onal election year. Ihe outlook is therefore for no Senate action on gold in 
954. Even less likely is action in the House of Representatives, where there 
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have been no hearings, or even prospect of any. The interest of the Washington 
manoeuvres Is, aS mentioned, in their indirect effects and their reflection of the 
pressures to which the Administration 1s subject. 


THE GOLD LOBBY 

The most important backers politically of the re-introduction of an internal 
gold standard are, of course, the gold producers themselves. Senator Pat 
McCarran, a Democrat who represents Nevada, an important gold mining State 
has himself in recent years introduced bills designed to increase the income of 
the mines. These bills have always been referred to the Banking and Currency 
Committee. Senator McCarran believes in internal gold ‘ convertibility” 
for the dollar, and at an increased price of bullion to boot. The free gold market 
he advocates would, it should be noted, be a free one only for newly mined gold 
The U.S. Treasury would not -be free to sell on the market at less than the 
statutory price but would, as now, stand ready at all times to buy all gold 
offered to it at a fixed price. 

The fact that the price of bar gold on foreign free markets has declined to 
the $35 level has deprived the American mines of the argument that the 
U.S. official price “‘ 1s below the market price’’. But this has not prevented 
mining spokesmen at the hearings on the Bridges bill from seeking ways to 
raise the gold price. These spokesmen have included, besides several mining 
state Senators and Congressmen, representatives of the large gold producers 
themselves. A few witnesses who did not ide ntify themse ves with gold mining 
also argued for an increase in the price of gold. Apart from the fact that the 
Treasury, which was the opening witness in the hearings, dealt negatively with 
the thesis that the price of gold should be raised, the witnesses who wanted the 
price increased met with practically no opposition or interrogation on the part 
of Senators. One got the impression that they were all being allowed to blow 
off steam. 

The “ sound dollar school of theorists commanded scarcely more respect 
from the hearings—which were incidentally attended throug Fhout by only 2 
single member of the seven-man sub-committee, its chairman, Senator John VW. 
Bricker, and by only two or three other senators even fleetingly. The case for 
the resumption of gold coinage at $35 an ounce was presented by spokesmen 0 
the Gold Standard League and the aie Economists National Committee on 
Monetary Policy, composed of some eighty professional economists. The 
prepared papers presented by these two groups did, indeed, show signs 0 
thoughtful research, but they met resistance from Senator Prescott Busi 
(Rep., Conn.), a former investment banker with a record of going down the line 
for the financial policies of the present Treasury : he refused to be convinced 
that a return to gold coinage would be a means of ensuring sound finance i! 
Washington. 

The “attitudes t to the Bridges’ bill that are of the greatest political import 
are, of course, those of the Treasury and the Federal Reserve Board. Neither 
favours a return to gold coinage. The Eisenhower Administration is, in fact, 

the position of de fe nding the managed-currency system inherited from th 
New Deal administration of Franklin D. Roosevelt. This is the case notwith: 
standing the ambiguous pledge in the Republican Party’s election platform © 
1952. In introducing his bill Senator Bridges called attention to the gold plat 
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WILL AMERICA EASE ITS GOLD REGULATIONS ? 277 
of that platform. Bridges stated that the platform promised ‘‘ to restore 
sound money freely convertible into gold coin ”’ (although he admitted that that 
promise could not be fulfilled for some time). In fact, however, this undertaking 
was made in conjunction with a pledge “ to restore a domestic economy, and 
to use our influence for a world economy of such stability as will permit the 
realization of our aim of a dollar on a fully convertible gold basis ’’. This must 
mean—if anything at all—that a dollar fully convertible into gold coin must 
await world economic stability of an order not yet in sight. 

That is the official standpoint of the Treasury and the “ Fed ”’ to-day—with 
the emphasis on the conditions to be fulfilled. The “ ed ”’ has a specially close 
link with the bill, as it is being discussed in the sub-committee on Federal 
Reserve matters ; but in the main its views on the gold question, as formulated 
by Mr. Allan Sproul, president of the federal Reserve Bank of New York, have 
not differed from those of the Treasury. 

The Treasury was represented at the hearings by Mr. W. Randolph Burgess 
Deputy to the Secretary of the Treasury. Mr. Burgess has made several state 
ments on gold during the past year. He has come out especially strongly against 
an increase in the gold price, taking a particularly firm stand on this point at the 
annual meeting of the International Monetary Fund in 1953. During the Senate 
hearings he presented a more documented case against changing the gold 
statutes. At the same time he revealed what has been reported for some time, 
that the Treasury is at work on a simplification of the Bureau of the Mint’s 
gold regulations, under which the American arts and industries operate. The 
details of the simplification were not given by Mr. Burgess. 


Mr. BURGESS AND THE TREASURY VIEW 

Although the Treasury witness opposed a return to gold coinage, statements 
publicly made by Mr. Burgess in 1940 and 1949 and showing that at those times 
he favoured a return to the gold coin standard were read into the record by 
Democratic Senator J. Allen I'rear, Jr. Now that Mr. Burgess is a Treasury 
oficial he views the matter differently from when he was a New York banker. 
He has, in fact, fully embraced the official view of the American Treasury. 

In his formal statement at the hearings, Mr. Burgess noted that ‘ the solid 
link between the dollar and gold is a valuable heritage . . . a fixed relationship 
between gold and the currency of a country gives an added element of con- 
idence and security.’’ Clearly there is nothing here to give gold producers any 
worry about the continuity of the U.S. demand for gold—at $35 an ounce. Mr. 
Burgess also noted the ill-appreciated fact that the President’s power to change 
the price of gold lapsed in 1943. He stated it as a fact—although there may still 
be a lingering doubt on the point—that the power of the Secretary of the. 
Treasury to buy or sell gold at other than the established official price of $35 
was “ in substance ’’ ended by the Bretton Woods Agreement Act of 1945. That 
is the act that states that only the Congress may change the par value of the 
US. dollar. He continued : 


“The object of our policy and regulations is to protect our gold reserves, 
which support the value of money and can be used to settle internationa) 
balances .. . The knowledge all over the world that the United States dollat 
has back of it this stock of gold coupled with the intention and assured ability 
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to maintain a constant price of gold is at least one firm basis for measuring 
world values. It is a major reason why the dollar can be used everywnere to 
settle international transactions. 

‘In summary, this is our present gold policy: we are maintaining ay 
assured ability to support a constant relationship between gold and the 
dollar—a relationship which is as important to foreign countries as it is to us 
This continuing and unchanging link is, in fact, the most important part of our 
policy. It is more important than the redeemability of our currency into gold. 
It is a point of stability in a world which sorely needs a stable basis upon whieh 
to build a secure and healthy international economy.’ * 


Mr. Burgess’s opposition to the Bridges’ bill was based largely on the need for 
caution. 


“Can we ”’, he demanded, “ safely now run the risk of letting both our own 
people and people elsewhere draw down this gold freely and perhaps dissipate 
it so that the strength of our monetary reserves 1s Impaired? It 1s the position 
of the Treasury that it would not be wise now to take the risk of a major step 
in’relaxing restraints. We still live in a very uncertain world. A Jarge part of 
the world’s new gold production has been vanishing into gold loatds and 
becoming unavailable for monetary reserves. Until the public temper Is one of 
vreater security, it would be unwise to expose our gold freely to the hoarder,” 


Mr. Burgess stressed the importance of not acting prematurely, citing the series 
of crises experienced by the free world since World War II and the impossibility 
of predicting that there will be no further crises. 

After considering the evidence of movements in gold reserves, gold prices, 
gold production and foreign short-term balances in the United States, Mr. 
Burgess concluded that 


‘powerful and capricious forces could be focused upon any stock of gold 
coins or other forms of monetary gold permitted to circulate freely within the 
United States ° 


In this connection, he said, the $12 billions of foreign balances in the United 
States could be troublesome. With U.S. gold coins again obtainable on demand, 
the gold might move into hoards and become the tool of the international 
speculator. Finally, it was 


‘doubtful whether the United States should consider gold redeemability of 
its currency until other major countries are ready and able to do likewise . 


These same factors made it unwise in the Treasury view to open a free gold 
market in America. If the Treasury abstained from participating in such 4 
market for a relatively small amount of newly-mined gold, the result would 
be the opposite of the Treasury’s aim of stability. And if the Treasury bought 
ind sold gold to prevent price fluctuations, the free market would, Mr. Burges 
maintained, be merely a form of full convertibility. 


* It is to be hoped that Mr. Burgess’s concept of the basis for a stable international economy 
was produced strictly for the consumption of marginal-voting Far West gold-miners!—ED. 
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On the question of increasing the U.S. price of gold, Mr. Burgess held that 
“such a move would be against the best interests of the United States and our 
foreign friends ’. The consequent upward revaluation of the country’s gold 
stock ‘‘ would be contrary to the programme of maintaining stability in our 
economy . It 

‘could set in motion long-term inflationary forces throws) increases in the 
volume of money, and in additions to the reserves of the banking system 
which would provide the basis for a large potential expansion of mon y and 
credit out of proportion to the business volume... It 
particularly at a time when the world is achioving 
stability, to open up the possibility that this ni ition Was prepared to make 
periodic devaluations of its currency in terms of gold.’ 


. ce 
would be a erievous 


error, some element oft 


Another argument used by Mr. Burgess in his cross*examination was that a 
higher price of gold would benefit Russia ; he did not discuss the benefits th 
Soviet aun already derives from having an unlimited market for gold 
$35 an ounce 


For all the weight of the testimony in the gold hearings there is, for reasons 
mentioned above, no prospect of new legislation by Congress. There may 
conceivably, however, be changes in the Treasury’s gold regulations. The 
subject has certainly been under study at the Treasury and Federal Reserve 


Board, and the impression is abroad that the Treasury would like to make 
changes which, while more nominal than real in their economic effects, nonethe- 


less might give the impression of moving toward the goal of the Republican 
platform. The price of gold is fixed by law, but in various other respects the 
status of the metal rests upon regulations that have been changed from time 
to time and may be changed again at any time without reference to the 
Congress. 

WIDER FREE MARKET FOR GOLD? 

It is, for example, under the regulations and not the basic law that the 
hoarding of gold bullion by individu: us is prohibited. When the Roosevelt 
Administration disallowed the private holding of gold in 1933, certain excep- 
tions were made to provide for the legitimate needs of numismatists, gold 
miners and others. Both the “ nationalization ’’ and the «exceptions were the 
result of proclamations and regulations. The proclamations and regulations 
were subsequently changed ; and more than once. They can be changed 
again in order to permit individuals to hold gold. 

Moreover, it is actually legal by regulation in the United States to hold gold 
In its natural state. This reculation could be extended be vond natural nuggets 
or gold dust—to include, for instance, base bullion of less than a specified 
fineness. It would thus be possible for the Treasury to open the way for an 
internal free market in gold. The regulations did just that for natural-state 
gid. But dealings in the market did not reach any appreciable volume since 
the prospective buyer seemed uncertain of the value of the gold dust in the 
container. Resale was also made difficult by the large spread between buying 
and selling prices. A bar of gold bullion bearing the stamp of a reputable refiner 
Would not carry the same risks. 
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[t is not fully realized that it is also legal to-day for persons 1n the United 
States to own American gold coins in good condition, foreign gold coins minted 
prior to 1933 and rare foreign coins minted since 1933. It is the policy of the 
Treasury that makes this possible. Originally, following the gold nationalization 
order of 1933, the hoarding of gold coins was, with minor exceptions, prohibited, 
The Treasury required coins discovered in hiding places about the home or 
in the safe-deposit boxes of deceased relatives to be sent to it for examina- 
tion. It would then submit them to the curator of coins at the Smithsonian 
(Institution. As the vears passed the number of coins submitted tended to 
diminish and the dates they bore tended to recede into the past, with the result 
that any coins not worn smooth or mutilated passed inspection as ‘‘numismatic’” 
and were then returned to the owners for such disposal as they cared to make 
of them. Ultimately the Treasury ceased to require that the coins themselves be 
sent to Washington, but based its decisions on descriptions furnished it by the 
owners. To-day, by gradual and unannounced changes in administrative action, 
one:may import, buy, sell or hold gold coins of the kinds mentioned above. The 
Treasury did, indeed, go out of its way early this year to inform the public of 
its rights in these matters. Individuals, of course, still have no right to convert 
dollar balances into gold, or to hold or export the metal. 


RESTRICTIONS ON GOLD EXPORTS 

Private exports of fabricated gold, including dental and industrial gold, are 
to-day allowed under restrictive licence (distinct from the official licence needed 
by central banks and granted automatically). This licensing is subject to 
certain procedures, including consular affidavits on the part of foreign buyers. 
One of the main objects of the control of gold exports in recent vears has been 
to prevent American gold, sold to industry at $35 an ounce, from finding its 
way to premium markets abroad. Now, however, gold no longer commands a 
premium in overseas markets (except in such closed markets as India.) Were 
the U.S. Treasury authorities to ease or abolish controls over exports of 
fabricated gold, as they could do simply by changing the regulations, there 
would be no danger of anyone finding it profitable to send it to [urope for 
melting and re-sale as bullion. No effective change would be involved, yet it 
might be claimed that the change in the regulations constituted a step towards 
the restoration of the pre-New Deal system. 

In addition, a number of minor regulations might be modified ; they 

include the end-use certificates required of industrial buyers, the “ 80 per cent. 
rule ’’ (defining “ fabricated gold ”’ as processed material having a gold content 
not exceeding 80 per cent. of its domestic value), the rule exempting from 
regulation only scrap gold not exceeding 35 ounces, and the licensing of exports 
of rare coin. 
_ Whether any such changes in the status of gold under the regulations of 
the Treasury Department will be made this year we cannot predict, but if so 
their effect will be more nominal than real. And although Congress has before 
it two bills calling for the full gold standard and now also the endorsement of 
gold convertibility in the Reed-Simpson minority report of the Randall Com- 
mission, mass pressure for enactment is lacking. An entire generation of 
Americans has grown to maturity without the memory of circulating gold 
coins or automatic convertibility of dollar bills into gold. Viewed from abroad 
the U.S. dollar has an aureate hue ;: but seen from here its colour ts green. 

















British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


K all the galaxy of picturesque Cotswold places, there can be little 

doubt that Chipping Campden is by far the most “ complete ”’ village. 

The local stvle of the Cotswolds has survived changing styles and times, 
essentially because new building has been out of local stone, and because the 
medieval architectural features of well-pitched roofs, square chimney stacks 
and rectangular windows have been preserved. 

The charm of Cotswold architecture is admirably illustrated in the 
Chipping Campden office of the Midland Bank. The building was acquired 
by the bank only in 1922 ; before that it had been used as a private house. 
The age of the building is uncertain. Local opinion is that it is of seventeenth 
century construction and that the ornamental ironwork on the gables is an 
example of the work produced by local craftsmen of that period. 











hese... ene. di Se piesa ims alia, 
Specially drawn for THE BANKER by Geoffrey S. Fletcher 








Midland Bank, Chipping Campden, Gloucestershire 
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Financing Private Building 
By Oscar R. Hobson 


HE building society movement last year expanded more rapidly than in 

any previous post-war year, and in money terms the increase in its total 

resources and in the new advances made during the vear was the greatest 
ever recorded. Total assets, as indicated by the Building Socteties’ Conies 
estimates of the figures for the movement as a whole, rose by £108 millions 
during the year to £1,646 millions, and outstanding advances by £138 millions 
to {1,401 millions. In 1952 and 1951 the increases had been £122 millions and 
£102 millions respectively in total assets and 4106 millions and £98 millions in 
outstanding advances. 

These figures, for the first time, more than doubled their 1938 money amounts, 
as will be seen from the composite balance sheets grouped in Table I. In real 
terms—in terms that is of market values of the types of property the building 
societies are concerned with—both their mortgage assets and their total assets 
still fall some way short of the immediate pre-war levels. It 1s no doubt 
dangerous to prophesy, but the auguries certainly indicate that the rate of 
progress of the societies is destined in the next few years to increase further, 
in which case 1t may not be very long before in terms of actual property the 
movement's activities surpass the limits they reached at the end of that record 
decade in British housing history, the nineteen-thirties. 

In 1952 the outstanding event for the movement had, of course, been the 
full enforcement of Britain’s dearer money policy, with the raising of the Bank 
rate to 4 per cent. in March. That involved the building societies in their first 
major readjustment of rates since the war. They then raised both their lending 
rates and their investment rates; the general rate for share money became 
2) per cent. (tax paid) and the general rate for new advances 4% per cent. 
These increases were successful in establishing a new equilibrium between 
resources and demands upon them. That achievement was in a measure 
facilitated by a considerable transfer of savings money, under the impulsion 
of the unpopular “ tax probe ’’, from the Savings Banks to the societies. 

In 1953 the only change in the Bank r: ite, the reduction from 4 to 33 per 
cent. in September, had little effect on the societies’ activities and gave rise to 
no change in rates, either on the investment or the advances side. The real 
event of 1953 for the movement was of quite a different order. It was the 
release, at long last, of the building of houses for private ownership from the 
exceptional restrictions that had been arbitrarily imposed at the end of the war. 

The effect of this act of liberation is seen in the spectacular jump in the 
number and proportion of houses completed for private owners. In 1951, out 
of 171,903 houses completed in England and Wales, only 21,406 or 123 per 
cent. were for private owners, and in 1952 the proportion was still no better — 
15} per cent.—32,078 out of 208,975. Last year out of the total of 279,23 
new houses 60,528, or 21} per cent., were private ; their number had me 
ally doubled in one year and practically trebled in two. That is some measure 
of the unsated desire for home ownership that has persisted through this long 
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phase of housing shortage. And it is an indication of the new field for building 
society service that now opens up. 

Until the relaxation of the restrictions on private building, the societies 
were mainly confined to lending on old houses. They found unexpectedly 
large scope for that service in the abnormal social and economic conditions of 
the first phase after the end of the war, when so many people were forced for so 
many different reasons to change their dwellings; and there is still no sign of 
much abatement of this “ general post ’’ amongst occupants of old houses. 
Yet the demand the societies have met in this past year for the financing of 
new houses has been most striking. It seems that of all the fresh advances 
made by the societies last year, between one-quarter and one-third were on the 
security of houses newly built or still building. The number and proportion 

TABLE I 
BUILDING SOCIETY MOVEMENT: COMPOSITE BALANCE SHEETS 


é millions) 


IQ35 
Liabilities Assets 
Shares v er «  S4g.9 74.2 Balances due on mortgages 686.8 Qo 
Deposits .. es = 2509 20.5 Investments - 53-2 7 
Other habilities .. - 4.79 T.d Other assets (including cash) 18.9 2 
Reserves .. ‘4 2 41.0 5.5 
753.9 100.0 759-9 ; 
LO52 
Shares “ - a T,186 $0.2 Balances due on mortgages 1,263 Se.4 
Deposits .. - én 198 13.4 Investments 55 ) 
Other habilities .. - 17 ‘2 Cash a a 44 > OC 
Reserves .. wi ~ 77 5.2 Other assets +. we 13 0.9 
1,475 I00.0 1,475 Ivo 
1953 
Shares... a “« tae ST .4 Balances due on mortgages 1,401 S85 .1 
Deposits .. r e 204 I2.4 Investments aie a 183 I 
Other liabilities .. os 19 r.2 Cash si a a 47 2.9 
Reserves .. Bs st 53 5.0 Other assets - win 15 0.9 
1,640 100.0 _ 


1,040 TI00.0 


of new private houses is clearly destined to increase much further. Always 
assuming that there is no revival of the restrictions, it is therefore likely that the 
societies are going to lend a great deal more on new privately built houses in 
the next few years. In doing so they will be reviving old traditions. From the 
beginning it was always the main aim of the movement to promote the building 
of new houses. The societies will now be the better able to pursue this purpose. 

They will be the better able to pursue it, moreover, if and when the new 
plan, now under active discussion, for the sharing of the risk attaching to 
housing advances between the societies, the State and the local authorities, 
comes into force, as it is likely to do shortly. Under this plan the societies will 
be able to advance in approved cases up to 90 per cent., and for houses worth 
£2,000 or iess 95 per cent. of the value of a house, instead of the 80 per cent. 
imit now prevailing. This concession will apply to loans to owner-occupiers 
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on the security of either new or old houses. The societies will as now bear the 
entire risk of loss up to their customary limit and they will also bear one-third 
of any loss sustained in respect of the loss over that limit; the remaining two- 
thirds will fall on the State and the local authority under guarantees that are 
to be given by them. As an example, one may take the case of a house valued at 
£3,000. On this a building society would be willing on its own responsibility to 
advance £2,400. Under the new plan it will advance £2,700. Suppose, now, the 
mortgagor defaults and the house ultimately has to be sold for £2,100, involving 
a loss to the society of £600. Of this the society will shoulder £300 (the loss it 
would have sustained if its loan had been restricted to £2,400), plus one-third 
of the remaining £300, 1.e. £400 1n all, while the guaranteeing authorities will 
reimburse it in respect of the final £200. 

Similar risk-sharing schemes were sanctioned by the Building Societies 
Acts of 1933 and 1936, but, owing to the timidity of the local authorities, they 
were little used. It is to be hoped that the new plan will be more successful. 
It may in theory be open to criticism on the ground that it fixes at too lowa 
figure the “‘ stake’ to be found by the purchaser of a house out of his own 
resources, or even that it may tend to inflate the value of house property. 








TABLE II 
TEN LARGEST SOCIETIES: MORTGAGE BUSINESS 
(£’000s} 
1938 1952 1953 
_ = —_——_—-—_, ——__- -- -—---_. ~\ © a eS — 
New Repay- Balance | New Repay- Balance New Repay- Balance 
Advances ments* endof year| Advances ments* end of year| Advances ments* end of year 
Halitaxt = hi 20,341 18,224 105,178 | 36,884 25,369 156,928 38,393 27,972 174,972 
Abbey National - 13,499 12,573 79,207 | 30,040 20,545 133,417 38,362 22,273 156,400 
Co-operative Permanent 7k 30 4,004 27,808 11,443 9,670 61,579 19,330 10,793 7 3,333 
Woolwich Equitable. . 6,277 5,930 35,921 | 13,101 10,553 63,887 15,727 10,910 71,948 
Leeds Permanent? “as &,054 6,495 38,001 | 12,982 10,357 55,354 13,554 9,929 61,964 
Provincial Se on 1,701 1,325 9,194 | 8,942 7,090 41,201 8,381 7,035 44,091 
Burnley i ca 2,190 2,335 14,155 5,911 5,332 29,547 6,789 5,544 32,239 
Alliance a - 1,079 665 4,325 | 6,355 4,254 25,811 7.333 4,760 29,741 
Leicester Permanent .. 2,633 2,285 14,941 | 4,189 3,835 24,788 6,420 5,100 27,301 
Temperance Permanent 946 942 6,024 | 5,605 4,562 26,104 3,476 4,047 26,159 
Total (Ten Societies) .. 63,850 55,381 334,954 135,452 101,573 618,676 158,065 109,563 698,228 
* Including interest. + To January 31 of following year. t To September 30. 


Yet to-day any reasonable step that encourages house building on private 
account and so checks the growth of the terrible burden that State subsidization 
of publicly provided houses is loading onto taxpayers is surely to be welcomed. 

The natural tendency of a strong demand for mortgage advances is to 
impose increasing strain upon the liquid resources of the societies. In 1953, 
however, the inflow of new share money—and also of deposit money, which, 
contrary to the recent trend, last year provided a net credit of £6 millions— 
comfortably kept pace with the net additional demand for advances. In 
consequence, the proportion of cash and investments to total resources actually 
increased slightly, from 13.7 to 14.0 per cent., as Table I shows. This increase 
may owe something to the efforts of the Building Societies’ Association, which 
is understood to be inculcating into its weaker member societies the doctrine 
of a Io per cent. minimum liquidity ratio. Not all the societies, however, 
succeeded in raising or even in maintaining their liquid ratio last year. The 
accounts of the ten largest societies are analysed in Tables II, III and JV, 
and from the last of these it will be seen that some of the ten—including the 
largest of all, the Halifax—suffered a slight decline in liquidity ratio. All of 
them, however, stand well over the 10 per cent. mark. A comparison with the 
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he 1938 figures shows that a much higher standard is now observed by these big 
ird societies than before the war. Though neither liquidity nor reserve ratios are a 
vo- complete test of a society's soundness, there does not seem any good reason 
are why investors desiring to place money with a building society should be content 
Lat with a lower standard than that which these leading societies deem prudent. 
to Much the same applies to the ratios of reserve funds to total assets. In 
the reserve ratio policy there is a wider disparity of practice among the leading 
ing 
s it TABLE III 
el [EN LARGEST SOCIETIES: SHARES AND DEPOSITS 
; ({’000s) 
will Re eee 
INESCTV¢ 
Shares Deposits Total eserves to 
ties Liabilities Liabilities 
hev Halifax™ 1935 57,250 35,004 128,243 5,400 4.3 
1C\ 1952 [45,345 38,463 194,703 10,183 2.3 
sful. 1953: 163,337 39,200 214,318 10,913 5.1 
YW < 
Wa Abbev National 1935 35,370 10,510 51,949 2,703 ass 
OWN 1952 127,068 17,192 153,974 7,198 4.4 
ty. 1953: 151,150 20,051 iS1,184 7:740 4.3 
Co-operative Permanent .. 1935 20,001 5,317 30,278 [,201 4.0 
195+ 56,591 13,937 745742 3,201 4.3 
1953 70,290 12,177 $0,674 3,401 3-9 
Woolwich Equitablef 1935 27,405 9,590 39,353 i,818 4.6 
lance 1952 63,189 9,124 70,580 3,759 4-9 
of year 1953 72,040 9,229 55,954 $,O5- d-7 
1972 
“* Leeds Permanent+ 1938 27,947 9,886 $0,204 O22 5 «¢ 
948 1952 55,018 6,908 66,741 $034 6.0 
1,964 1953 62,000 6,729 {,050 1,354 5.9 
4,091 
21239 Provincial .. 1935 7,120 2,397 10,954 17° fd 
7301 1952 35,963 9,330 19,054 br 329 0.0 
6,189 1953 39,730 9,123 53,124 3,535 0.0 
8,228 Burnley te ae — 1938 10,282 4,060 [5,300 S82 « § 
1952 25,977 0,495 34,350 [,547 4.4 
1953 29,01 2 6,460 37,554 [,0098 qd. 
vate Alhance 1935 3,901 505 1,672 55 9 
* 1952 27,2 ; [,080 29,975 HO9 2 
ation 1953 31,593 1,969 34,770 78 2.2 
med. | 
a ia Leicester Permanent 1935 [1,931 2,234 [5,456 1,142 7.4 
IS 1952 22,434 3,144 25,437 2,400 S64 
1953; 1953 25,0060 3,251 31,255 2,537 YI 
‘hich, Temperance Permanent 1938 2,766 2,424 6,191 Q9I 16.0 
yns— 1952 24,509 2,074 29,207 [,036 5.0 
' In 1953 25,751 2,580 30,435 1,750 5.7 
‘ually Total (Ten Societies) 1938 237,014 55,2260 341,730 16,551 J.9 
rease 1952 594,177 109,103 737,903 37,950 5.1 
which 1953 670,581 110,805 829,957 40,758 4.9 
ctrine * To January 31 of following year. +t To September 30. 
vevel, ae a | 
The societies than in liquidity ratios. Run as they are on mutual or co-operativ 
a IV principles, building societies can accumulate reserve funds only very gradually 
; : 7s 
1g the out of the small margin they are able to retain between interest received from 
All of borrowers and interest paid out to investors. Societies with an exceptionally 
th the rapid rate of expansion cannot, therefore, usually show reserve funds as large 
relatively to their total liabilities as societies that have grown more slowly. 
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And in a year such as 1953, when the movement as a whole was expanding in 
ereater degree than normally, the tendency for reserve ratios to decline becomes 
general. It will be seen from Tables I and IV that there was, in fact, a general 
veakening, slight though significant, in this respect. The Association now 
regards 5 per cent. as a level that societies should strive to observe and it would 
certainly seem undesirable that any considerable further lowering of reserve 
ratios should occur. 

In reserve ratios, unlike liquidity ratios, the general average 1s already 
somewhat lower than before the war. It has to be remembered, in this con- 
nection, that building societies, unlike banks, are not allowed to keep any large 
secret or inner reserves. The only hidden reserves that building societies possess 
lie in any margin—which in most cases must now be substantial—that exists 
between the market value and the book value of their office properties. Apart 
from that, their cards are all on the table, and they must adjust their play 
accordingly. 

If the reserve ratio and the liquidity ratio are warning lights that building 
society expansion can disregard only at its peril, in day to day operation the 
paramount consideration must always be the need to preserve a due balance 


Taste IV 
TEN LARGEST SOCIETIES: LIOUID RESOURCES 
( é “ 00S 
1935 1952 1953 
re eh — eS ee: = 
Cash Invest- Ratio Cash Invest- Ratio Cash Invest- Ratio 
ments* ments*® ments* 
Halifaxt a er ~«  eaae 17,182 r7.4 5,174 32,091 19.1 3,928 34,854 8.) 
Abbey National ¥ I,15¢ 4,206 10.4 3,920 15,490 12.6 5,074 15,405 I 3. 
( o-operative Permanent — 935 E222 7. 8.3560 4,100 I0.7 5,904 0,340 I 4.2 
Woolwich Equitable? ‘y 221 2,918 x, 1,824 10,267 15.8 2,249 II,I4t 15.¢ 
Leeds Permanent] .. 134 1,949 a 1,254 9,856 16.6 1,298 11,11 16,f 
Provincial .. - rdf 550 7 0 1,489 6,065 I 5.4 1,547 6,84! r6.4 
Burnley +s . ; 225 756 71 1,295 3,347 13.5 926 1,182 13.6 
Alliance — ica : 2 “7 a 720 2,794 £f <7 0909 3,07 ’ 12.6 
Leicester Permanent - 56 473 } 074 2,816 2.3 1,030 741 12,1 
lemperance Permanent .. 35 130 267 427 2,517 I0.1 940 3,139 13.4 
* Investments at book, not market, values. + To January 31 of following year. t fo September 30. 


between available funds and the demand for advances. In 1953 this task 
presented no great difficulty. The fall in the Bank rate in September, limited 
as 1t was to 3} per cent., created no disturbance, especially as 1t was accom- 
panied by official warnings that it must not be taken as necessarily heralding a 
further reduction. The warning is presumably still in force, but the sentiment 
of the stock markets and the rise in gilt-edged prices shows that market opinion 
is otherwise. Were the next move in Bank rate to be downward, would any 
disturbance be caused to the balance of building society operations? I do not 
for a moment believe that it would. Last year the fall in gilt-edged yields and 
the } per cent. cut to 1? per cent. in the banks’ deposits rate that followed 
the fall in the Bank rate clearly helped the flow of money into the societies. 
A further fall in Bank rate and in the banks’ deposit rate would no doubt be 
an added stimulus to the flow. If the demand for fresh mortgages proves to be 
as keen as one supposes, the societies might be glad of it. If the inflow were so 
strong that they were able to reduce their rates on share money or deposit 
money without cutting their mortgage rates, that would give them the means 
to strengthen their reserves and so make good the weakening of the ratio to 
which reference has been made. The outlook for the building societies’ move- 
ment is for another successful year. 
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Credit Expansion in Scotland 
By E. S. Taylor 


year could vie with the exceptionally eventful chapter that unfolded in 

1952. That phase, as recorded in THE BANKER for June, 1953, spanned 
the new charges agreement in Scottish banking, the first steps towards a 
second merger between Scottish banks, and the impact of dearer money. In 
this past vear the significant banking trends have not been of a kind to catch 
the public eye—as distinct from the eye of bank shareholders. The year’s 
most obtrusive development is that three of the Scottish banks have joined 
with the majority of English banks in slightly increasing their long-stabilized 
rates of dividend. 

The general credit trend in Scotland, so far as this can be judged from the 
annual balance sheets of the Scottish banks, followed much the same pattern 
as that disclosed by the monthly returns of the London clearing banks. That 
is to say, deposits expanded further, and a good deal faster than in the 
previous year. Aggregate deposits of the Scottish banks at their several 
balance sheet dates rose by £20 millions, or 2.6 per cent., compared with £13 
millions or I.7 per cent., carrying them to £785 millions. Their note issues 
also continued to rise—by £7 millions in the aggregate to {92 millions. The 
banks thus had {£27 millions of additional resources at their disposal; but 
their advances, so far from providing an outlet for these funds, fell by a further 
{5 millions to £206 millions (in the previous year, however, they had fallen 
by {20 millions). Ali the balance sheets from which these figures are taken 
were published after the reduction of Bank rate last September—after, that 
is to say, the resultant decline in money market rates had made short money 
less attractive to the banks than in the previous year. Long before that 
event, the gilt-edged market had, of course, fully recovered from the shocks 
of 1952. These changes have clearly had a marked effect upon the Scottish 
banks’ disposition of resources. Liquid assets were reduced over the year by 
{4 millions, so that the ratio to notes and deposits came down from 35.8 to 
34.3 per cent., while investment portfolios were increased by £36 millions, or 
almost 10 per cent. The ratio of investments to deposit and note-issue 
abilities therefore rose sharply, to 45.3 per cent. compared with 42.5 per 
cent. in 1952; it was still, however, below the level obtaining before the gilt- 
edged slump of I9g5I. 

In Scotland, as in England, there have been some signs in recent months 
of a revival in the demand for advances, and it may be that the encourage- 
ments to investment contained in the recent budget will give an added 
impetus to this revival. Cramped as they are by the Treasury directive— 
which, in the main, still stands in the stringent terms laid down at the end 
of 1951—bankers generally would welcome an upward movement in advances. 
The days when this item absorbed about 50 per cent. of available resources 


I: was never to be expected that the story of Scottish banking in this past 
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are past recall, but a 30 per cent. ratio would be more satisfactory than the 
23 to 25 per cent. shown by Scottish banks in recent years. 

During most of the year, interest rates were favourable, and some benefit 
must have been derived from the new system of charges introduced in 1952, 
although the chairmen of two of the banks stated in their addresses that the 
increased revenue from this source had done no more than keep pace with 
the rise In expenses. All the banks did, indeed, show better results than in 
1952, the increases in net profits ranging from 3 to 5 per cent.; but these 
changes in published profits of course included the effect of the 1953 reduction 
of income tax (which naturally raised the net cost of the banks’ dividends). 
Three of the banks increased their dividends by 1 per cent. These were all 
“independent “ banks; the others, which made no change in their payments, 
are affiliates of English banks. 

Once again, most of the banks placed to inner reserves most of what 
remained aiter payment of dividends and the customary allocations to pension 


SCOTTISH BANKS—LIABILITIES 


(In £ millions) 


CAPITAL AND RESERVES Deposits Lari 
38 1951 1952 1953 1938 1951 1952 1953 ACCOUNTS 
Bank of Scotia , 4.5 5-7 - FY a 5.6 37-9 92.3 93.5 1.4 28-2-54 
Roval a ; ; ae O.4 cS = O9.9 I385.2 139.7 ay. @ I IO p 
British Linen .. 3.9 4.0 $.0 +.0 35.6 77.0 73.2 83.6 0-9-5 
Commercia! ' 5.0 6.5 5.5 0.5 4.7 23.4 233 124.8 -I-IO 
National os . 3.0 4.1 +. 1 4.2 35.3 97.0 97.5 0.0 31-10 
Union .. 3-4 3.7 ee so [+2 7y 3 74.0 71.9 28—2-S4 
(lvdesdale & Nort 6.0 6.4 6.4 O.4 64.7 152.8 159.9 166.4 31-12 
>-4 40.0 40.0 $O <5.< 751.7 794.5 754.0 
NOTES ACCEPTANCES AND DrRarris 
135 I95I 1952 3 1935 I95!I 1952 1953 
Bank of Scoti« 4 3.3 12.5 12.9 4.5 5.1 3.4 ‘3 
Royal . + 9.2 10.7 2.1 4.8 9.9 7.7 7.3 
British Line? a 8.7 9.4 2 r.5 2.8 2 Oo 4.9 
Commercial 3.7 13.3 14.5 0.3 4.1 6.0 4.5 2.9 
National , j 2.9 9.2 10.4 ta 3.1 9.2 Q.2 5.5 
Union .. 2.6 7.9 8.8 Q.1 I.I 5.0 6.1 5.5 
Clydesdale & Nort! _ 5-3 16.8 18.6 20.2 si 6.9 S.1 
33,9 70.2 54.9 gI.9 20.5 45.5 40.5 37.5 
Tora, Deposits $784.6 millions Tota NoTes én 4 - {91.9 millions 
Increase Over 103° 741% Increase over 1938 a4 oe 288°, 
Increase Over 192 ne be ‘5 2.6% Increase over 1952 ea - 8.2% 
*i xcludes additional capital (£2,100) issued in exchange for Union Bank Shares. 


funds. One exception was again the National Bank of Scotland, which 
added ¢100,000 to its published reserve and, at the same time, announced a 
proposal to capitalize £150,000 of this fund by adding to the amount paid up 
on the consolidated stock. Most of this stock is held by Lloyds Bank, but 
some is in public hands and one advantage of the proposal is that it will be 
possible to quote the stock in units of £1, with 5s. paid, in place of the present 
cumbersome denomination of £500, with {110 paid. No undertaking was 
given that the present rate of dividend would be maintained on the increased 
capital, but if this should be the case the capital rearrangement would confer 
an increase of approximately 2 per cent. 

This move by the National Bank of Scotland directs attention to the 
tlationship between capital and reserve funds. In the National Bank at 
present the reserve fund (£2! millions) is equivalent to 166 per cent. of its 
capital (£13 millions), a higher ratio than is general among the Scottish banks. 
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Ili effect is given to the proposals the figures will be : capital ¢1.65 millions, 
reserve £2.35 millions, so that the ratio will then be 142 per cent. The bank’s 
ratio of capital and reserves to the total of deposits and notes was 3.7 per 
cent. at its last balance sheet date. Corresponding figures for the other banks 
are as follow :— 

Ratio of Capital 


Capital Reserve and Reserves to 

{ mn. { mn. Public Liabilities 
Bank of Scotland (consolidated) 4.5 4.5 (100%, 59% 
Royal Bank of Scotland .. 4.2 4.8 (114%) 4.8% 
British Linen Bank ‘3 ‘<2 2.5 (200%) 4.0% 
Commercial Bank of Scotland .. és 2.6 4.0 (154%) ‘.77%, 
Clydesdale & North of Scotland Bank .. 2.4 3.7 (154° 3.37. 


Each of these banks placed amounts ranging from {£75,000 to £100,000 to 
inner reserves this year and most of them have made similar allocations for 
several years past. If and when they are satisfied that the inner position is 
sufficiently strong, there should be scope either for increases in dividends or 
for the capitalization of reserves, or both. 

The figures for the Bank of Scotland shown in the above table are taken 
from the consolidated balance sheet, this vear issued for the first time, showing 
the combined figures of that bank and the Union Bank of Scotland. To 
make this possible, the balance sheet of the Union Bank of Scotland was 
drawn up on February 28 instead of on April 2; and the figures shown for 
that bank in the main tables are not, therefore, strictly comparable with those 
for previous years. The combined balance sheets show total resources of 
4211 millions; this is the largest total, as vet, for any Scottish bank, although 
its margin over the second largest bank is a comparatively small one, since 
the resources of the Clydesdale & North of Scotland Bank exceeded £200 
millions on December 31 last. 

The presentation of this new consolidated statement 1s one of the first 
visible signs of progress towards the complete fusion of the two banks that 
was foreshadowed when the Bank of Scotland’s offer to purchase the Union 
Bank shares was announced. But preparatory work has been in_ progress 
behind the scenes; Lord Elphinstone, governor of the Bank of Scotland, 
informed the annual meeting that the intention is that the merger should be 
accomplished as speedily as legal and parliamentary procedure will permit. 
The necessity for parliamentary action arises from the fact that the Bank of 
Scotland is governed by its own Acts of Parliament—from 1695 to 1q20—s0 
that the ordinary amalgamation procedures laid down in the Companies Act 
are not applicable. 

The issue of this consolidated balance sheet places a new complexion on 
Scottish banking figures; the new “ ranking list ’’, in order of total resources 
is shown below :— 


Liquid [nvest- 
Deposits Notes Assets ments Advances 
fmn. f£mn. f£mn. °% fmn. | £ mn. % 
Bank of Scotland .. os - 171 22 67 (33) 96 (47) 38 (79) 
Clydesdale & North es 7 166 20 64 (34) $5 (45) 42 (23) 
Royal Bank ina as a I42 12 43 (28) 69 (45) 44 (29 
Commercial Bank. . +s we 125 16 58 (4z) 55. (39) 33 (23 
National Bank .. £2 a Qh 11 36 (34) 45 (47) 30 (28) 
British Linen Bank at = S4 LO 30 (32) 45 (57) 19 (20) 
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Statistically-minded readers, when scanning the ranking-list of deposits, 
may be tempted to add together the figures in the last two lines and there- 
by construct a new bank, which would have both the largest resources 
and the highest advances in what, if they amalgamated, would then be 
a Scottish “big five’. But statistics do not tell the whole story, and 
it may be advisable to mention, therefore, that each of the banks 
concerned is an affiliate of a different English bank. It should be 
noted, too, that the scale of business does not necessarily provide the best 
index to either strength or competitive ability. Both banks show ample 
vitality and neither gives any sign of being prepared to sink its separate 
existence in any amalgamation. 

An interesting development, much closer to reality, was mentioned by the 
governor of the Royal Bank of Scotland in his speech. He stated that, if 
arrangements can be made to bring the financial year of the ‘‘ Three Banks ”’ 
into line, a consolidated balance sheet will be presented next year. The 
combined resources of the Royal Bank, Glyn Mills and Williams Deacon’s, 
manifestly, will far outdistance those of any single Scottish bank, and a 
consolidated statement will provide a much better indication of the strength 
of the group than do the three separate balance sheets. 

In this article, the balance sheet figures of the banks have been looked at 
mainly with an eye to the possibilities of future increases in dividends, but a 
problem that has loomed more largely in the past few months in Scottish 
banking circles as such has been that of staff salaries, or, more strictly, 
“emoluments. It will be recalled that, in 1951, there was a dispute 
between the managements and the Staff Associations about the rate of cash 
bonus, additional to salaries, to be paid for that year. This question was 
submitted to arbitration, and the rate was then fixed by the Arbitration 
Board at 28 per cent. For 1952 a rate of 30 per cent. was agreed upon and, 
in December of that year, it was announced that salaries were to be increased 
in 1953 by 20 per cent. and that a cash payment of not less than ro per cent., 
on the new “ consolidated ” salaries, would be made during the year. Last 
October, however, the Associated Staff Societies submitted a claim for a cash 
payment of 173 per cent. for the year, but the Federation of Scottish Bank 
Employers declined to improve on their original offer of 10 per cent. 

Eventually the matter was submitted to an Arbitration Board consisting 
of two nominees of the employers, two nominated by the ‘staffs and a neutral 
chairman appointed by the Lord President of the Court of Session. It was not 
until March that the finding of the Board was announced. Its award was 
I percent. Neither side, in fact, appears to be at all jubilant at the result, and 
this is as it should be. The function of the Arbitration Board, in terms of the 
agreement signed between the parties in 1946, is to resolve a dispute between 
them after all other efforts to reach an agreement have failed. The Staff 
Associations are bound to attempt to mitigate the “‘ squeeze ”’ that has affected 
their members’, as it has all other, middle-class incomes. The managements in 
tum are more acutely aware of the difficulty of increasing bank earnings to meet 
ising costs, and they see ahead of them, as the age-group bulge moves towards 
retirement age, an increasing number of pensioners, probably living longer 
than their predecessors. In these circumstances Solomon himself could not 
hope to devise an award that would satisfy both sides. 
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A Hundred Years of the Chartered 
By Geoffrey Tyson 


The story can be made into a quick moving panorama of the main 

features that have directly affected the institution; or it can be moulded 
into a serious contribution to the economic history of the times, giving specialist 
treatment to the development of financial techniques and to the changing 
patterns of trade and industry within the broad background of political and 
economic evolution. It is not easy to achieve a working compromise between 
the two methods, and an author must finally choose one or the other. Sir 
Compton Mackenzie, who for all his talents is not an economic historian, has 
chosen the first course in his lively centenary history of the Chartered Bank 
of India, Australia and China.* With an easy skill he has produced a swift 
narrative relating a great deal about the oldest of the Eastern exchange 
banks, but not very much about the growth or the integration of the trade 
of the area in which the Chartered Bank has played an outstanding role, 
Some will regard this as a pity, for the expansion of the Chartered Bank in 
the hundred years just ended was part cause as well as part effect of the 
quickening development cf the Asian economy. The bank was never very 
far from the winding frontiers of Western enterprise in Asia and its archives 
must constitute a magnificent observation post from which to trace the 
movements of trade and population, of capital and resources and of leaders 
and policies that have changed the face of Asia since the Chartered Bank 
was granted its first Royal Charter on December 29, 1853. But Sir Compton 
Mackenzie's primary task was to write a history of the bank itself, and this 
he has done with admirable clarity and insight. 

From the beginning, the Chartered Bank was planned as a large inter- 
national institution. It did not grow out of some small country banking 
house finding itself accidentally involved in overseas trade, but was speci- 
fically set up to meet the demands of a visibly expanding world economy. 
Its prospectus, which invited public subscription to an initial capital of a 
million pounds sterling, declared that the bank’s purpose was to extend 
“legitimate facilities of banking to the vast and rapidly extending trade 
between the Australian Colonies, British India, China and other parts of the 
Eastern Archipelago ’’. The Chartered has in fact never operated in Aus- 
tralia, but in the other areas named by the promoters its activities have 
formed part of the main strands in their economic development. 

The Chartered Bank’s general business was to consist of ‘‘ Issuing Notes 
payable to Bearer at Branches of the Bank; receiving deposits; granting 
temporary loans well secured ; discounting approved Bills, and dealing in 
Exchanges; effecting Remittances; granting Letters of Credit and Circular 
Notes; receiving Pay, Pensions, Annuities, and Dividends of Stocks of all 
kinds; managing the sale and purchase of Home, East Indian, Colonial and 


HERE are two ways of approaching the writing of the history of a bank. 
e ¢ oS B: 








* Realms of Silver: One Hundred Years of Banking in the East, by Compton Mackenzie. 
Routledge & Kegan Paul, 25s. 
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Foreign Securities, Stocks and Shares of every description; and other strictly 
legitimate banking business’. These duties have been conscientiously per- 
formed without a break and over an ever enlarging sphere ; but the area of the 
bank’s operations has in fact been considerably wider. 

In these days, when central banks abound and every country has its own 
currency authority, there is a tendency to forget that the Eastern exchange 
banks often provided and managed the note issues for areas twice as large as 
Europe in the ordinary course of business. That it was profitable business 
goes without saying; but the exchange bank’s skill and resource in handling 
this difficult task is not always appreciated. Between 1872 and 1880, for 
example, the note circulation of the Singapore branch of the Chartered Bank 
rose from 319,000 dollars to 874,000 dollars. As bankers to governments 
and custodians of their currency reserves the exchange banks were exposed 
to wide fluctuations in the value of silver, its gradual depreciation throughout 
the last century and the debasement of multifarious local coinage. Thus to 
the anxieties of the purely banking side of their activities were added in 
many cases the responsibilities of actually managing the currency. 

In the early days, banking personnel were neither quickly trained nor 
easily found, and in consequence there was keen competition for men of 
proven ability. [The Chartered seems to have retained most of its good men 
and sometimes to have attracted from outside the services of a man of out- 
standing ability. Such was Alexander Watson, a former agent of the Bank 
of Bengal in Rangoon who joined the Chartered in 1865 and remained in its 
service for over a quarter of a century. Watson was a commanding figure in 
the business life of Rangoon, and one of several Chartered branch managers 
to attain an almost legendary position in the trade of the East. A minor 
omission from Sir Compton’s book is, incidentally, mention of the training 
in Western banking methods that the Chartered and other exchange banks 
afforded to the nationals of the countries in which they operated. The late 
Sir Sorabji Pochkhanawala, for example, chief architect of the Central Bank of 
India, was for some years a clerk in the Chartered Bank. 

The differences between the precepts of banking in London and banking 
in the East were abundantly illustrated in the Chartered Bank’s early experi- 
ences in China. A fairly strict code for the guidance of branch managers was 
indeed laid down by the Court of Directors in London; yet the man on the 
spot had to exercise a good deal of individual judgment and, in the absence 
of facilities for quick communication with head office, had to be prepared to 
back that judgment with action. In the early years the Chartered faced an 
uphill task in China, though later it was to become a power in the land. It 
began operations in the country in 1858, and in Shanghai and Hankow in 
particular it soon became clear to its branch managers that if it was to do any 
loan business at all it would have to follow local custom, even at the risk of 
infringing London’s instructions. 

In 1865 a powerful rival entered the field, the Hongkong & Shanghai 
Banking Corporation. The ‘ Local Bank’, as it came to be popularly known, 
was formed under pressure from commercial interests in China that felt 
themselves too dependent for financial facilities upon banks whose interests 
lay primarily in India and whose policy was to treat the China coast trade 
as of secondary importance. The new bank was formed on the initiative of 
local merchants (representatives of British, American, Parsee and German 
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houses) with local capital. Such important support meant that there were 
many potential customers directly interested in the prosperity of the new 
concern. More significantly, the proximity of its head office enabled the 
‘Local Bank’ to deal expeditiously with the problems arising at its 
branches. The opening of the Suez Canal in 1869 and the extension of the 
telegraph from Vladivostock to Shanghai and Yokohama in 1870 greatly 
speeded up communications between London and the Far East—with 
corresponding advantage to the Chartered Bank. In 1880 Thomas Jackson, 
Chief Manager of the Hongkong Bank and one of the great pioneers of its 
prosperity, estimated that his bank held half the banking business in the 
colony of Hong Kong, the Chartered Bank a quarter and the Oriental and 
Chartered Mercantile the rest. ‘‘ By 1886”’, says Sir Compton Mackenzie, 
‘the Chartered was considered almost as powerful as the Hongkong ”’ 

The vast and complex organization necessary for central supervision of 
the Chartered Bank’s far-flung activities—by the ‘nineties its lines of com- 
munication had stretched to practically every corner of the Eastern hemi- 
sphere—called forth some notable banking figures. Prominent among them 
was J. H. Gwyther, who entered the servic: of the Chartered Bank in Shanghai 
in 1859. He was successively secretary, chief manager, director and chairman of 
the bank (1896-1904) and died in 1921 at the age of 86. Perhaps the greatest 
of Gwyther’s many services to the Chartered was his anticipation of the ultimate 
dethronement and demonetization of silver. Under Gwyther’s instructions 
the overseas branches and agencies began in 1885, as favourable opportunities 
occurred, to repatriate the whole of their allotted capital, and the Chartered 
Bank’s assets were ultimately revalued in the balance sheet in terms of gold at 
current exchange rates. The prolonged silver crisis of the ‘eighties led toa 
depreciation in the value of the metal of between 30 and 40 per cent. ; but 
Gwyther’s foresight enabled the Chartered Bank to limit its losses to an amount 
smaller than the profits from the big accretion of local deposits that followed 
the opening of the Suez Canal. 

By the turn of the century the Chartered had established itself as one of 
the great financial institutions of the British Empire, as it then was. The bank 
had behind it a wealth of experience in overseas banking possessed by few other 
institutions, and it had become, in the words of Mr. W. R. Cockburn, the 
present chief general manager, “‘ an enterprise dedicated to the proposition that 
Commerce is the great civilizer’’. This has been its réle throughout, and the 
cardinal Tule of administration has been to ensure that those | Ww who used its 











on fully-paid shares 


S 
HEp You can purchase the Society’s shares in full or on subscription | 
Ny terms, by regular instalments from 5s. upwards. Your invest- 





ment will not fluctuate in value, and whatever you save will be 


available at any timz should you wish to withdraw it, with 
; (M interest earned to date. And remember—there are 
If you are not already among Cth no income tax complications, as the Society 
the many thousands who save the Shern Odie pays the income tax. Why not 
Hall way, you could not choose a better tim> ) By write today for full details? 


to start. With these new higher rates of interest you Uy 
are assured of a steady, worthwhile return on the capital you ING 


invest coupled with 100°, security. Your savings will no longer be idle: 


they will be earning money for you safely, and at the same time helping SOc 
ee ee others to buy their homes, lETy 


3% | 306 HOE STREET, LONDON, E.17 Tel: KEYstone 5888 


| on subscription shares 








were 
new 
- the 
t its 
t the 
-atly 
With 
<Son, 
f its 
. the 
and 
nzie, 


mn of 
com- 
emi- 
them 
\ghat 
an of 
atest 
mate 
tions 
ities 
fered 
Id at 
to a 

but 
ount 
owed 


ne of 
bank 
yther 
, the 
that 
1 the 
d its 





10 


—_—— — 


will be 
t, with 
ere are 
Society 
hy not 
letails? 


ry 





J HUNDRED YEARS OF THE CHARTERED 295 


_  _ rs a 


————_ 








credit facilities fully understood their obligations and were operating on a 
sound basis. The bank has never restricted its services to large concerns with 
plentiful capital ; the small producer has always been given the opportunity 
to put forward a reasonable proposition. But throughout the Eastern branches 
managers were constantly enjoined to keep the bank’s resources liquid and 
thus available for exchange operations. In its long history the Chartered has 
seen too many banking concerns fall on evil days through tying up funds for 
long periods in long-term enterprises in tin, rubber, tea, sugar and the like. It 
preferred a more flexible policy. 

After the first world war a new form of competition arose for the Eastern 
exchange banks. The London clearing banks opened, first in the City and later 
in the provinces also, ‘‘ foreign departments ”’ or “‘ overseas branches’’ to under- 
take the financing of overseas trade and transactions in foreign exchange. The 
nation-wide distribution of their branches gave the clearing banks a big advan- 
tage over the exchange banks ; whilst locally incorporated banks in the East 
were able, by entering into agency arrangements with the London clearing 
banks, to cut into much of the documentary bill business which had hitherto 
been the preserve of the exchange banks. In addition the Imperial Bank of 
India penetrated into foreign exchange business in the ‘thirties, and its wide 
ramifications and immense prestige in the sub-continent made it a powerful 
competitor. The story of the Chartered Bank between the wars, as of the other 
old-established Eastern exchange banks, is indeed a record of growing competi- 
tion, of narrowing margins, of the strains of the depression in world trade, of 
chaos in China and growing instability in Europe, and of the steady enlarge- 
ment in the authority of Asian governments in the spheres of banking, currency 
and finance. 

A few illustrations will suffice to show the difficulties facing the exchange 
banks in this period. Before the first world war there had been three banks in 
Saigon ; in 1922 there were eight. In the mid-twenties exchange margins in 
Calcutta rarely exceeded } per cent. and were normally around ;j; per cent. By 
the beginning of the second world war the Bombay office of the Chartered 
Bank was competing for exchange business with no less than nineteen other 
banks. Then Hitler’s war extinguished the bill of exchange as such for the 
period in which bulk buying and rigid trade controls were in force, and far more 
serious still, of course, the bank’s Eastern establishments shrank drastically. 
After Japan’s entry into the war the Chartered Bank’s Eastern offices were 
confined to India and Ceylon and a solitary outpost at Chungking. More than 
a hundred of its European officers were in the hands of the Japanese and 
seventeen lost their lives in battle or captivity. And after the war the hostilities 
and later the hostile regime in China forbade the reopening of normal business ; 
by now indeed the bank has closed all its branches in the Chinese Republic. 

The Chartered Bank can justly claim to be regarded as the prototype of 
the Eastern exchange banks. Four generations of young Britons, many of them 
trained in by-gone days in the rustic offices of small country banks, have 
carried the high traditions of British banking to every country lying between 
the Arabian Sea and the Pacific Ocean. The Chartered came on the scene 
when there was little in the record of Eastern banking to inspire confidence. It 
has lived and prospered through a century of profound change. Its high 
leputation is part of the esteem in which the British exchange banks are held 
throughout the East and in which lies their best guarantee for the future. 
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American Review 


NDUSTRIAL production continued to fall in March and unemployment to 
rise, yet by the middle of last month the mood among American industrialists 
was decidedly more optimistic than of late. There was a growing—though 

far from unanimous—belief that the decline in business activity would not go 

beyond recent limits. This confidence was inspired by the seasonal revival in 
trade, the continuing capacity of Wall Street to reach a new 25-year peak, the 
firmness of commodity prices and the limited extent of the increase in unemploy- 

ment in March—by 54,000 to 3,725,000. 

More cautious observers argued, however, that Wall Street’s good performance 
vas a little suspect, having been based far less on the near-term business prospect 
than upon the low money rates, the tax relief afforded by the disappearance of 
E.P.T. and past under-valuation of stock. Commodity prices, too, it was held, 
were benefiting from the temporary stimulus in Government stock-piling (which 
has been extended to cover large surpluses of copper, lead, tin and other com- 
modities) and partly also from ar Eastern scares. Similarly, the March unemploy- 
ment return could scarcely be as decisive as President Eisenhower assumed a few 
weeks ago when he declared that the absence of any improvement in that month 
would bring a general review of the Government’s “ reflationary ”’ policies. Most 
of the seasonal movements at this time of year follow on farming, rather than 
industrial, fortunes. The decisive period in which the depth and nature of the 
recession will be tested may not be until well into the summer. 

DECLINE IN OUTPUT SLACKENS 

The gross national product is estimated to have declined by just over I per 
cent. in the first quarter of the year, from an annual rate of $363,000 millions in 
the fourth quarter of 1953 to $359,000 millions. This constituted a rate of decline 
smaller than that experienced in the last quarter of 1953—-when the national 
product fell by $6,500 millions—and brings the total decline since the peak 
reached in the second quarter of last year to 3} per cent. 

The fall in industrial production is also proceeding more slowly than at the 
end of 1953. The Reserve Board index of industrial production (based on 
1947-49) fell by only one point in March. At 123, the index was actually at the 
same level as the preliminary figure for february, which has since been revised 
to 124. The total estimated fall from the peak rate attained last July therefore 
remained at 10 per cent. The movement of total sales and inventories was also a 
little more encouraging in Tebruary, with sales (seasonally adjusted) edging up 
from $46,400 millions to $46,700 millions and with inventories reduced again 
from $80,700 millions to $80,300 millions. But comparison of this total with the 
$77.1 millions of inventories held on average in 1952, when industrial production 
vas running at slightly higher levels than in March, suggests that the fall in 
inventories still has some way to go. | 

Another encouraging pointer was a gain of $1,000 millions in manufacturers 
new orders, almost wholly in the durable goods sector. Stocks of durable goods, 
however, remain at relatively high levels and the backlog of unfilled orders con- 
tinues to decline. A survey suggests, moreover, that consumers are now spending 
7 per cent. less on durable goods than’ they did six months ago. 

Steel output has fallen well below 70 per cent. of present capacity in recent 
weeks. The volume of new construction was still high and steady in March, but news 
in mid-April suggested no more than a temporary stability or, at the most, a 
modest seasonal rebound in more recent weeks. Retail trade figures over March 
were not inspiring, although this owes something to the later date of Easter this 
year. The preliminary returns suggest that April’s outturn was better. A disturbing 
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factor is a second successive decline in the total of outstanding consumer credit— 
of $600 millions to $27,500 millions, following January’s fall of $800 millions. 

Against this decidedly uncertain background, the Federal Reserve Board has 
maintained easy monetary conditions. Member banks have been comfortably 
though not too comfortably—supplied with “ free ’’ reserves. Loans are still 
lagging well behind corresponding levels for 1953 ; one result of this was that the 
commercial bants’ prime loan rate was reduced late in March from 3} to 3 per cent. 
—the first reduction for almost twenty vears. 


American Economic Indicators 


1953 1954 
I95I 1952 1953 “ nema: 
Dec. Jan. Feb. Mar. 
Production and Business: 
Industrial production (1947-49=I100).. 120 124 134 126 125 I24 123 
Gross private investment (billion $) 55.6 52.5 54.4 48.8 — —— 47.5 
New plant and equipment (billion $).. 25.6 26.5 28.4 28.6 — — 25.0 
Construction (million $).. 2,574 2,604 2,904 2,900 2,915 3,035 3,075 
Business sales (billion $) 14.5 15.6 48.8 17.3 46.4 46.7 — 
Business stocks (billion $) 75-3 77.1 Sr.1 81.0 80.7 80.3 — 
Merchandise exports (million $) .. 1,164 1,098 1,312 I,345 1,090 1,169 — 
Merchandise imports (million $) - QI 4 893 906 gos 837 792 —— 
Employment and Wages: 
Non-farm employment (million) - £3590 $4.5 55-2 55-3 54-5" 54.4" 54.2” 
Unemployment (‘ooos) .. me -. 1,879 1,673 1,524 1,850 3,087* 3,671* 3,725* 
Unemployment as °%, labour force 7 3.0 2.9 2.4 3.0 4.9" 5.8* 5.5" 
Hourly earnings (mfg.) ($) “7 + Base 1.67 72 I.79 1.80 1.79 1.79 
Weekly earnings (mfg.) ($) a -. 64.71 67.97 71.57 71.96 70.92 70.88 70.53 
Moody commodity (1931 =100) pes 539 493 ’ 413 416 427 430 
JZOW 45! 399 359 
Farm products (1947-49=I00).. .. 113.4 107.0 97.0 94.4 97.8 97.7 98.5 
Industrial (1947-49 =100) ; .. 115.9 I13.2 114.0 114.6 114.6 114.4 I14.3 
Consumers’ index (1947 -49 =100) ~s 226 I13.5 I14.4 I14.9 II§.2 115.0 —— 
Credit and Finance: 
Bank loans (billion $) .. 7 -- 57-7 64.2 68.3 468.3 466.5 66.9 — 
Bank investments (billion $) .. -« Dead 77.5 78.1 78.1 78.7 9 
Bank loans (weekly) (billion $) « 26 S308 23.4. 22.4 2A.8 Shia 22.8 
Consumer credit (billion) - ~» @55§ 25:7 28:9 25.0 2.8 27:5 — 
Treasury bill rate (%) .. - cs 08 Pe I.93 1.63 I.2I 0.98 1.05 
U.S. Govt. Bonds rate (%%) As «+ B97 3.507: 2.86 2.90 2.90 2.85 2.93 
Money supply (billion $) ” .. 189.8 200.4 205.8 205.8 203.5 202.5 
Federal cash budget (++ or —) (mill. $) +1,244 -1,641 -6,159 -4,644 — — — 


Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody's 
spot commodity index shows high and low, 1951-53, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1951-53 and also quarterly for 1953. 

* New basis. + Old series. 


Another facet of the easier money movement was the decision by the Federal 
Reserve Bank of Chicago to reduce its rediscount rate from 13 to 14 per cent. in 
the middle of April, a move that was followed quickly by Reserve Banks in New 
York and San Francisco. The impact of this move, as of the February reductions 
from 2 to 1? per cent., will be mainly psychological, since the rate of 14 per cent. 
is still well above short-term rates in the money market. The Tre ‘asury bill rate 
has held fairly close to 1 per cent. over recent wee ‘ks and it fell only slightly after 
the reductions in the rediscount rates. Substantial Treasury refinancing pro- 
stammes lie ahead, and it is expected that the Reserve Board will shortly reinforce 
open-market operations with another reduction in cash reserve requirements. 
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UNIT TRUST FORUM 


Sponsors : 
Bank Insurance Trust Corporation 


Group of Unit Trusts 


* 
Question No. 4 


Why Choose Banks, 
Insurances, Investment Trusts? 


Because banking and insurance are the very life blood of British 
prosperity. Because the outstanding skill and integrity of British 
banking and insurance have earned a world-wide respect for ‘their 
services. Because these services are essential to economic life. 

Because the managements of investment trust companies have 
built up a tradition of successful investment, thus giving their share- 
holders the benefit of expert knowledge and a wide spread of risks. 

Because each of these financial enterprises has a satisfactory blend 
of stability and growth. 


AN EXAMPLE OF DISTRIBUTIONS 
AND APPRECIATION OVER TEN YEARS: 








Name of Trust Units Gross Distribution Offer price 
per 100 Units ten years ago & today 
Bank- 9943. .83. 2.8 1944... 17s. 9d. 
Insurance Units 1953... £4.15 .2 1954... 24s. 8xd. 
Offer price 27th April: 24/8xd. Yield: £3 .18.2% 


TRUSTEFS: MIDLAND BANK EXECUTOR & TRUSTEE CO. LTD. 


For full particulars of Bank-Insurance Units and the other Units 
in the Group, including prices and yields, apply through your stock- 
broker, banker, solicitor or accountant, or direct to the Managers :— 


Bank Insurance Trust 
Corporation Limited 


30 Cornhill, London, E.C.3 
Scottish Office : 5 St. Andrew Square, Edinburgh, 2 
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International Banking Review* 


Argentina 

RGENTINA achieved a net surplus on its external payments of 1,771 million 

pesos in 1953, reversing the deficit of 1,890 million pesos incurred in 1982. 

Over 70 per cent. of the 1953 surplus is, however, stated in the annual report of 
the Central Bank of Argentina to have consisted of favourable balances under 
bilateral clearing arrangements ; the surplus in “ free’ currencies was limited to 
484 million pesos. The big improvement in the external payments balance was 
mainly a reflection of a drop in import outlays from 8,361 millions in 1952 to 5,655 
million pesos in 1953. The 1953 payments balance also benefited from the con- 
tinued suspension of financial remittances from the country. 

The President of the International Bank for Reconstruction and Development 
has visited Buenos Aires for discussions with Argentine Ministers. The talks have 
been connected with a possible Argentine plan to seek membership of the Bank and 
International Monetary Fund as a means of obtaining external help in financing 
the country's programme of capital development. 


Australia 


The Government has agreed to adjust import restrictions to allow a further 
increase of 15 per cent. in imports from Japan. It is estimated that this will enable 
Japan to raise sales to Australia to about £A12 millions ; this would still leave a 
substantial balance of payments in favour of Australia. 


Belgium 

The Minister of Foreign Trade has announced the removal of all remaining 
obstacles to Belgian exports, and also a Government plan to aid industry in the 
development of new markets. The Minister pointed out that since 1950 payments 
difficulties had forced the Government to attempt to change the direction of 
Belgian trade. Now, however, Belgian trade with the dollar area was in balance and 
there was no longer an embarrassing surplus in transactions with countries in the 
European Payments Union. It had therefore been decided to discontinue the partial 
blocking of the proceeds of exports to E.P.U. countries. Should the resulting surplus 
exceed the amount the National Bank undertakes to finance, the extra funds are 
to be provided by the commercial banks against special Treasury certificates. At 
the same time a special fund is to be set up to promote exports by helping to finance 
collective export promotion schemes. 


Brazil 


It has been announced that the Bank of Brazil has accumulated about 4,000 
million cruzeiros (approximately £27 millions at current free rates) from premiums 
on the sale of currency certificates at the currency auctions inaugurated in October, 
1953. These funds are to be devoted largely to finance agricultural production 
and mechanization. 

The President of the Bank, Senor Dantas, has denied that the auctions are to 
be discontinued, and has appealed to all banks to help to check imports by refusing 
to grant credit to customers for the purpose of buying currency certificates. The 
Government is, however, known to be considering new methods of checking imports. 
A Bill giving it the power to impose a Customs surtax on all Brazilian imports is 
seen as a first move in this direction. 








* News of United States banking appears in ‘‘ American Review ”’ (page 296). Brief editorial 
© . . . . 5 . . . 5 ; . 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary ’ 
(pages 241-246 in this issue). 
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The Superintendency of Currency and Credit has announced the removal—on a 
trial basis—of existing restrictions on interest rates on bank deposits. 


Canada 

The Budget for the Exchequer year to March 31, 1955, left the general tax 
structure unchanged. Tax changes were confined to an abatement of the special 
excise tax on certain goods—electrical appliances, furs, tyres, and a wide range of 
consumer goods. The concessions are expected to cost in total Can. $40 millions, 
Revenue for 1954-55 was still estimated to reach Can. $4,464 millions, Can. $4 
millions above estimated expenditure. 

In his Budget address, the Minister of Finance, Mr. Abbott, expressed the view 
that the coming year would be a time of ‘‘ slowing down of expansion ”’ but not of 
recession. He stated that he expected that the upswing in economic activity in the 
second half of the year would more than compensate for the declines now in progress 
in certain branches of industry, leaving the national product for 1954 at least equal 
to and probably higher than that for 1953. 

International transactions in securities in 1953 resulted, according to a report of 
the Bureau of Statistics, in a net capital outflow of Can. $12 millions ; this compares 
with an inflow of Can. $85 millions in 1952. It 1s tentatively estimated, however, 
that the flow of direct investment into foreign-controlled enterprises in Canada 
reached a level of Can. $383 millions last year. 


Ceylon 


The Dominion Government’s offer of a loan for £5 millions on the London 
capital market was fully subscribed. The operation was in the form of 1973-75 
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stock at 4 per cent. issued at 97. Its purpose was to assist Ceylon to implement its 
programme of long-term development, totalling {52.5 millions, and is not linked 
with specific projects. 

Chile 


Legislation prepared by the Government abolishes the system whereby foreign 
banks and private shareholders were represented on the board of the Chilean 
central bank. It rules that directors shall henceforward be nominated by official or 
semi-official institutions. 

Finland 


The Soviet Union has agreed to make Finland a loan, equivalent in value to 
some £3.5 millions, in gold or any currency desired by Finland. The loan will be 
in the form of a stand-by credit on which Finland can draw at any time during the 
next three vears. A new payments agreement has also been concluded between the 
two countries. It provides for some increase in Finnish purchases of Russian goods, 
but lays down that if the balance of payments remains favourable to Finland the 
Soviet Union must settle the difference in gold up to £1.8 millions and thereafter in 
Swiss francs or sterling. 

France 


France has now raised the proportion of its imports from Western Europe that 
are free of quotas to 53 per cent., and has undertaken to increase this proportion to 
65 per cent. before the beguining of November. The effect of this liberalization will 
be partially offset by a special ad valorem duty of 10-15 per cent. to be levied on 
about one-third of the liberalized imports. 

The National Assembly has approved the Fiscal Reform Bill, which provides 
considerable tax relief for many individuals and enterprises. Investments by enter- 
prises are to be entirely exempted from the production tax and subject to a tax 
on “‘ increase in value’. It is hoped that the change will check certain types of 
evasion. At the same time the company profits tax is slightly increased from 34 
to 36 per cent. 

A report on the disparity between French and foreign prices prepared by a 
committee of experts headed by M. Nathan, a former senior official of the Ministry 
of Finance, stresses that this disparity is both the cause and effect of a general 
malaise in the economy. It recommends far-reaching removal of quantitative 
import restrictions, budgetary changes, modernization of equipment, reforms in 
the distribution of goods and the restoration of a sound currency. The devaluation 
of the franc is also suggested as a possible remedy for the discrepancy between 
French and foreign prices. 

Germany ’ 


The West German authorities have freed some D.M. 500 millions of blocked 
mark accounts. These may now be paid into accounts for use in nearly all non- 
dollar countries. They may also be used for payments within Germany itself. 

The Minister of Economic Affairs, Professor Erhard, has asserted that it 
would not be in Germany's interest to break away from the European Payments 
Union or to proceed independently or in association with only a small croup of 
countries to full currency convertibility. He stated that his aim was to proceed 
with step-by-step liberalization of the country’s exchange and trade arrangements 
to prepare the deutschemark for convertibility. 


Israel 


The Bank Leumi le-Israel, formerly the Anglo-Palestine Bank, has purchased 
a controlling interest in the Palestine Corporation, an investment company. The 


purchase gives the bank a substantial interest in a number of Israeli industrial 
concerns. 
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Japan 

The London branches of a number of Japanese banks set up a year or two ago 
have now been given the status of authorized dealers by the U.K. Exchange 
Control. 

Mexico 

The Mexican peso has been devalued, from the rate of 8.05 to 12.50 to the U.S, 
dollar. The change was approved by the International Monetary Fund. 

A consortium of German, Swiss, Swedish and Belgian banks has offered the 
Mexican Government the equivalent of $50 millions of credit to finance purchases 
from Europe. The proposal is being studied with keen interest by the Mexican 
Government as loans from the U.S. Export-Import Bank are nearing exhaustion 
and it is uncertain whether the American authorities will be prepared to sanction 
new loans. 

The annual report of the Bank of Mexico points out that in 1953 the country’s 
external payments were approximately in balance. The money supply ts stated 
to have increased by about Io per cent. during the year. 


Netherlands 

The Dutch authorities have taken further steps to liberalize international 
transactions on capital account. Residents of E.P.U. countries may henceforth 
transfer the proceeds of the sale of any property or securities held in the country. 
Further, all non-residents may now purchase the more marketable “ international ” 
as well as “‘ domestic ’’ securities, and these may be withdrawn freely by residents 
of dollar countries and Switzerland. 

A further step is that capital investments by non-residents in the Netherlands 
will in future generally be permitted only in convertible currencies. This is aimed 
to check the growth in the extreme creditor position of the Netherlands in E.P.U, 
The switching of existing investments and the re-investment of profits on them 
will however be subject to no new restrictions. 


New Zealand 
The Reserve Bank on April 12 raised its minimum rediscount rate from Ij 
to 34 per cent. This was the first alteration in the rate since 1941; but it does 
not imply any far-reaching tightening-up in credit conditions in the Dominuon, 
since the official rate is virtually ineftective. 


South Africa 


Important tax concessions were announced by Mr. Havenga in his Budget 
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speech. The compulsory savings levy that was introduced last year is to be 
abolished; this concession will benefit both persons and corporate enterprises. 
Personal taxpayers will also enjoy an increase in income tax allowances and a 
reduction of the surcharge on income tax and super-tax; companies will be 
granted additional relief on expenditure on new machinery for manufacturing 
processes. No special changes are being made in taxation of gold mining and 
diamond mining concerns. After allowing for the changes in taxation, revenue 
for 1954-55 1s estimated at £256.2 millions and expenditure at {250.3 millions, 
leaving a prospective surplus of {5.9 millions. 

The Government's decision to discontinue the arrangements allowing gold 
producers to sell part of their output at a premium is discussed in an article on 
page 271 of this issue. 


Sweden 


The Swedish Government has negotiated a loan of Swiss Frs. 50 millions from 
a syndicate of Swiss banks. The loan, which is aimed to relieve pressure on the 
Swedish capital market, carries an interest rate of 3? per cent. 


Turkey 


The U.K. authorities have drawn the attention of British exporters to the 
growth of arrears of Turkish commercial payments to Britain. Turkey’s total 
commercial arrears have been estimated at {40 millions, of which {10 millions 
are owing to Britain. It has been suggested that British exporters to Turkey 
should bear in mind that it may be some time before Turkey is able to liquidate 
these debts. They should therefore consider the advisability of requiring their 
Turkish customers to provide a Turkish bank guarantee against possible loss 
through devaluation of the Turkish pound before payment for past exports is 
forthcoming. 

Contracts have been signed with British firms for the supply of large quantities 
of capital goods on credit terms. One such order is for the construction of a dam 
and power station ata total cost of {12 millions; it is to be financed partly through 
a nine-year credit guaranteed by the U.K. Export Credits Guarantee Department. 

The U.S. Foreign Operations Administration has opened a credit in favour 
ot Turkey for a sum of $4 millions, to be used primarily to pay for American 
industrial equipment. 
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THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
Incorporated with Limited Liability under the Laws of the U.S.A. 
LONDON 
6 Lombard Street, E.C.3 © 46 Berkeley Square, W.I. 











Communication between business interests industrial surveys, supplies economic 
in Britain and Australia is greatly facilitated information and helps with business intro- 
by the many services provided by The ductions. If you deal, or are thinking of 
National Bank of Australasia Ltd. dealing with Australia, the Information 
In addition to providing a full range of Department of its London Office can 
financial facilities the Bank undertakes smooth your way. 


THE MATIONAL BANK OF AUSTRALASIA LIMITED 


(Incorporated in Victoria) 
Your best introduction to Australia 


Head Office: 271-279 Collins Street, Melbourne London Office: 7 Lothbury, EC2 
OVER 715 BRANCHES THROUGHOUT AUSTRALIA ASSETS £257 MILLION 
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Appointments and Retirements 








Barclays Bank—Eail’s Court: Mr. D. C. Sharpless, from Erith, to be manager. East Sheen: 
Mr. G. W. B. Plaistowe, from Piccadilly Circus, to be manager. Evith: Mr. F. G. Day, from Fins- 
bury Pavement, to be manager. 

Lloyds Bank—Sir Ernest Lever has been elected to a seat on the Board. Head Office, 
Chief Accountant's Dept.: Mr. C. B. Howland, from 39 Threadneedle St., to be chief 
accountant on retirement of Mr. T. Harris. London—Eastcheap: Mr. S. V. Barratt, from 
Head Office, to be manager ; 72 Fenchurch St.: Mr. R. G. Boulton, from Eastcheap, to be manager 
on retirement of Mr. C. W. Austin ; Sloane Sq.: Mr. E. G. N. Amies, from City Office, to be manager 
on retirement of Mr. F. B. Gardner. Birmingham—Erdington: Mr. E. L. Bartlett, from Ladvy- 
wood, Birmingham, to be manager on retirement of Mr. S. G. Bickell ; Knowle: Mr. A. C. Thomas 
to be manager ; Ladywood: Mr. T. P. Pickard, from Solihull, to be manager. Bvoadway : Mr. 
D. R. T. Reddrop, T.D., from Leicester, to be manager on retirement of Mr. R. A. Eaton. Bude: 
Mr. L. S. S. Woolcott, from Combe Martin, to be manager. Bury: Mr. J. A. Coughtrie, from 
Preston, Lancs, to be manager. Cardiff Docks: Mr. E. P. Thomas, from Head Office, to be 
manager on retirement of Mr. W. C. Oxenham, M.M. Colchestey: Mr. E. C. Turner, from Head 
Office, to be manager on retirement of Mr. D. L. Foster, owing to ill health. Combe Martin: 
Mr. J. W. Pinch, from Lynton, to be manager. Dartmouth: Mr. R. C. Flisher, from Dorchester, to 
be manager. Halifax, Queen’ s Rd.: Mr. E. C. Pickles, from Hunslet, Leeds, to be manager. 
Halstead: Mr. H. J. Self, from Wisbech, to be manager. Leominster: Mr. T. W. Davies, from 
Presteigne, to be manager on retirement of Mr. H. R. W. Halliday. Newcastle, Staffs: Mr. C. L. 
Bore, from Atherstone, to be manager on retirement of Mr. W. C. Barker. Newcastle-upon-T yne, 
Grey St.: Mr. R. S. Hunter to be manager on retirement of Mr. M. C. Perrett. Oxford 
also Headington): Mr. J. B. Allan, to be manager on retirement of Mr. R. A. Miller. 

London Discount Market Association—Mr. A. W. Trinder has been re-elected chairman for 
the ensuing year. Brigadier G. M. B. Portman, C.B., has been re-elected deputy chairman. 
Martins Bank—Mr. M. A. Robinson has been elected to the General Board. Brampton: Mr. I. G. 
Herd to be manager. Luton: Mr. K. F. Carlisle, from London District Office, to be manager of this 
new branch. 

Midland Bank—London, Willesden Junction: Mr. G. R. Birkinshaw, from Central Hall, West- 
minster, to be manager in succession to Mr. F. G. Brockbank. Abingdon: Mr. T. Jennings, from 
Upton-on-Severn, to be manager on retirement of Mr. W. A. Hall. Bristol, Corn St.: Mr. F. W. 
Barraclough, from Drake’s Circus branch, Plymouth, to be manager on retirement of Mr. T. L. 
Thornton. Daventry: Mr. W. E. Sommerton to be manager of this branch, formerly under the 
management of Rugby branch. Halesowen; Mr. W. Burns, from Temple Row, Birmingham, to be 
manager in succession to Mr. W. A. Hince. Harpenden: Mr. J. B. Wadham to be manager of this 
branch, formerly under the management of St. Albans branch. Haslemere: Mr. B. W. Pyle, from 
Shanklin, to be manager on retirement of Mr. L. L. Hamilton. Liverpool, Aintree: Mr. B. M. 
Foster, from Fishergate, Preston, to be manager on retirement of Mr. A. Evans. Plymouth, Drake's 
Circus: Mr. W. R. Hearse to be manager in succession to Mr. F. W. Barraclough. Shanklin: 
Mr. H. G. Jeffery, from St. Helier, Jersey, to be manager in succession to Mr. B. W. Pyle. Stratford- 
o-Avon: Mr. H. N. Hopkins, from Walsall, to be manager on retirement of Mr. E. W. Lovett. 
West Bridgford: Mr. R. G. Hodge to be manager of this branch, formerly under the management of 
Arkwright St. branch, Nottingham. 

National Provincial Bank—Head Office: Mr. G. D. Grant to be manager on retirement of 
Mr.L. H. Mordle. City Office: Mr. V. G. Howell to be manager on retirement of Mr. J. R. Copp. 
Islington: Mr. A. Grant, from Temple Fortune, to be manager on retirement of Mr. A. W. Spooner. 
singley: Mr. J. Chapman, from Scunthorpe, to be manager on retirement of Mr. G. B. Slade. 
Roath, Cardiff: Mr. R. P. Thomas, from Whitchurch, Glamorgan, to be manager. Guernsey: 
Mr. H. M. de la Rue to be manager on retirement of Mr. J. H. Farmer. Hastings: Mr. L. S. 
Mumford, from Chancery Lane, to be manager in succession to the late Mr. W. E. Knight. Lincolw: 
Mr. L. A. Baker, from Spalding, to be manager. Northampton: Mr. H. E. Cooke, from Lincoln, to 
be joint manager. Sheffield, Sheffield Bank Office: Mr. G. R. Burrans, joint manager, to be sole 
manager, on retirement of Mr. J. H. Rivett. Whitchurch, Glamorgan: Mr. H. L. Woodlitfe, from 
Abertillery, to be manager. 

Westminster Bank— Head Office: Mr. E. J. Taylor to be an assistant general manager. Earl's 
Court: Mr. A. F. Borrow, from Park Lane, to be manager on retirement of Mr. P. A. Monaghan. 
Norbury : Mr. H. W. Dixon, from Woolwich, to be manager on retirement of Mr.C. A. Lucy. Park 
Lane: Mr. R. J. a O.B.E., T.D., from Piccadilly, to be manager. West End Office: Mr. C. K. 
shone, from West End Office, to be manager on retirement of Mr. H. C. Reddall. Bognor Regis: 
Mr. E. J. C. Peaty to be manager on retirement of Mr. C. S. Eales. Cobham, Surrey: Mr. C. C. 
Fearne, from Gt. Portland St., to be manager on retirement of Mr. E. P. Rand. St. Albans Trustee 
Branch (new Branch): Mr. D. W. Sanders to be manager. Upper Clapton: Mr. S. A. Cross, from 
Kingsland, to be manager. 
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Trend of ‘‘ Risk” Assets 


(Figures in italics show percentages of gross deposits) 











Actual Change in: Advances plus Investments 
(£mn.) ({mn.) Ratio 
Oct. Nov. Dec.-Feb. Mar. Oct. Jan. Feb. Mar 
195! 1950 1951-54 1954 1950) 1954 1954 1954 
Barclays: 
Advances 368.5 371.0 —- 8.6 - 4.5) 
O/ 2 2 2 
0 29.2 29-3 —- 22 - 
Investments 314.8 425.7 + 76.0 — + 54-T 03.3 66.4 65.9 
yA 25.0 33.6 J 
Lloyds: 
Advances 345-2 351.1 43.5 big 
ne 
4 30.2 30.7 : 6 Sais 
Investments 279.6 371.2 44.0 2.3 54-0 OF.5 04.3 O44 
% 24.4 $6.4 J 
Midland: 
Advances 393-3 397.1 44.9 6.0 
A 29.6 30.2 | 
“ .4 60. 2.8 63 
Investments 329.4 433.8 + 55.4 — 54-4 00.3 6 td +4 
. % ae 24.9 32.8 J 
National Provincial : 
Advances 290.3 298.1 45.3 11.9 
0/ - 
/0 35-4 37-2 - 2 , A> . 
Investments 165.9 230.9 22.2 55-9 59-9 OF-2 O43 
A 20.2 28.8 J 
Westminster: 
Advances 248.6 249.5 7.0 2.7 
“9 
a 31.2 31.6 Pa kina 
Investments 209.4 263.6 [7.7 SFE TD OS Mee 
— % 26.3 33-4 J 
District: 
Advances 60.1 62.6 4.9 ‘2% 
A 25.6 26.6 7 
0 J 5 55. 6 64.5 
Investments 71.5 91.6 2.2 > 50.4 58.5 64.1 64. 
% 30.5 38.9 J 
Martins: 
Advances 89.0 QI .4 - 5.3 0.9 } 
. 29.1 29.3 ; . 
“f . 5 » 67.8 
Investments 78.2 102.8 18.0 * 3 . $46 04:9 07.5 Te 
% al ie - 25.5 33.0 J 
Eleven Clearing Banks: 
Advances 1,897.0 1,925.2 -—184.6 + 19.6) 
“ | 
A 30.6 37.4.2 s f 
Investments 1,555-2 2,032.7 242.2 5-5 > 53-7 O8.¢ OGid Oe 
4 25.1 32.9 J 
Trend of Bank Liquidity 
1951 1952 1953 1954 
Oct.¢ Nov. Mar. Sept. Oct.| Jan. Feb. Mar. Nov. Jan. Feb. Mar. 
Liquid Assets:* % Yo 0 /0 “% “% yA % % ~ ° % 
Barclays 40.0 32.8 32.0 37.3 34.0 35.0 32.4 31.8 35.0 34.3 31.0 31.3 
Lloyds 40.0 32.8 31.3 38.9 33.1 32.0 30.1 30.1 36.7 36.2 33.0 33.0 
Midland 40.2 2.8 31.5 36.4 35-0. 35.7 33:1 33.7 37:6 37.4 34.8 264 
National Prov. 39.4 30.6 33.4 39.7 34-9 39.6 35.5 34.3 37-7 38.6 35.1 33-9 
Westminster 6.7 30.4 31.2 37:7 34.2 06.0 MD. 27:0 37.0 37:4 12 Be 
District 38.0 30.5 30.0 38.9 36.6 37.8 35.2 34.3 35-9 35.8 33.6 33.2 
Martins .« 26.8 23.2 26. -4t.6 26.0 Bc3. 93.8 Shit 38 2.8 29.7 31.3 
All Clearing 
Banks 39.0 32.0 31.8 38.0 34.4 35.4 33.0 32.9 36.5 36.2 33.2 33.0 
* Cash, call money and bills. + Eve of ‘new’ monetary policy. { After second Funding 
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BANKING STATISTICS 








Ways and Means A 
Bank of England 
Public Departments 

Treasury Bills: 

Tender .. 


Banking Trends over Thirty Years* 
“‘ Risk ’’ Assets 


Liquid Assets 





Net 

Deposits Actual 
{mn. £mn. 
1,759 680 
1,727 658 
1,628 581 
1,618 545 
1,610 539 
1,615 532 
1,661 553 
1,711 584 
1,745 568 
1,75! 596 
1,715 560 
1,748 611 
1,909 668 
1,334 576 
1,95! 623 
2,088 692 
2,160 713 
2,225 683 
2,218 672 
2,181 648 
2,419 785 
2,863 676 
3,159 712 
3,554 723 
4,022 788 
4,551 886 
4,932 1,280 
5,463 1,646 
5,713 1,793 
5.772 1,920 
5,11 2,345 
5,931 2,308 
5,356 2,097 
6,024 2,201 
5,981 2,423 
5,973 1,981 
0,044 2,217 
5,320 1,992 
5,542 1,994 
6,232 2,339 
6,010 2,071 
6,010 2,059 


Ratio 


T.D.R.s 


1,002 


1,811 
1,492 
1,308 
1,284 
983 
430 
247 


fi 177 
.O 108 


35°4 
33.0 
32.9 


30. 
= 


s< 
* Ten clearing banks for 1921-35, nonlin eleven except ne italicized line for 1936. 
t Bank statements immediately before and after the launching of the ‘‘ new 
policy and the first special funding operation. 
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Floating Debt 





April 25, March 31, 
1953 1954 
ém. £m. 
255.2 327.9 
2990.0 f 

nw © } —s LU 

4793.0 4519.3 





Invest- 
ments 
{mn. 
325 
391 
350 
341 
286 
265 
254 
254 
257 
258 
301 
348 
537 
560 
615 
614 
643 
652 
637 
608 
666 
894 
1,069 
1,147 
1,165 
1,156 
1,345 
1,474 
1,479 
1,505 
1,505 
1,624 
1,983 
2,163 


to bo 
. © 
ho hv 


April 10, 


1954 
£m. 


295.2 


3150.0 
ici dae 


4836.0 


Advances 


{mn. 
833 
750° 
7601 
808 
856 
892 
928 
948 
991 
963 
919 
344 


1,700 


April 17, 


1954 
{m. 


308 3 


3190.0 
i ite 


4881.0 


Combined 


Ratio 


w 
Y 
on 


62 
04. 
04. 


PI QW 


61.4 


64.4 
64.6 


monetary 


April 24, 


1954 
fm. 


315.0 


3210.0 
1359.3 








1950 


1952 


1953 


[II 
IV 


1954 


Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
I95I 
1952 
1953 


1953 : 
I 


II 

III 

IV 
1954: 


January 
February 
March 


J 


period). 





National Savings 


(£ millions) 


Savings 
Certi- Defence Savings 








THE BANKER 


Savings 
Certi- Defence Savings 








ficates Bonds Banks Total ficates Bonds Banks Tota! 
(net) (net) (net) Small (net) (met) (net) Smal 
1952 April.. - 2.6 - 7.1 5-4 - 44 
= 35 * Os 36.6 22.0 May .. —- 3.8 -11.6 — 5.6 — 21.9 
“10.9 - 9.6 0.4 — 14-1 June... -— 1.5 -—- 7.2 — 4.2 - I2,9 
“3.0- 7.$- 2.4 - 23:5 July ... —- 3-7 -— 7-7 —18.3 - 29.7 
-8.6- 7.3- 4.3 - 20.2 Aug... -0.9 -10.2 - 3.1 - 14.2 
Sept. . 6.1 6.6 — 3.5 9.2 
27.5  3.9.° 3.3 34.7 a oe ee ee 
15.3 - 0O.1 ~ 66.0 = 3.9 INOV. .. 2. = Bol ~ §. ~ Ae 
1.0 — 10.3— II.5 — 20.8 Dec. 1.9 — 2.1 —30.9 ~ 31.1 
—- O.I — 21.4 - 1.0 — 22.5 1953 Jan. oe = 95 4.0 7-1 
Feb. 5.0 - 4.0 3.5 4.5 
. | meer. .. 6.0 —-6.8 -—5.I - 5.9 
$9 ~ 37.2 B33" BQ April .. 4.8 - 6.7 -— 3.8 - 5.7 
- 7.9 —- 25:9 - 4-4 — 38.2 May .. 2.8 — 8.6 -11.7 - 17,5 
rm5 — 11.3 — 24-9 — 34-7 June .. I.2 — 4.1 — 6.2 - gu 
7s ~ 3-8 - 36-3 > Sees July - 0.8 = 3.9 20.5 — 25.2 
Aug. , [.4 —-2.6 —1I1.0- 2.4 
19.6 — 16.3 2.4 5.7 sept. .. 0.8 — 4.5 6.4 2.7 
8.8 — 19.4 — 21.7 — 32.3 2. aa o.7 = 43.2 10.6 0 
[.4 -— £28 = 15.1 = 24.9 Nov. 7 O.% —- 0.9 Oo. — 
1.2 2.4 12.7 — 13.9 Dec. 0.4 — 0.2 24.1 — 23.9 
1954 Jan. 4.6 =~ ©,7 13.5 Thug 
Feb. 2 = 14.3 14.4 14,5 
7-9 5-1 35-9 = 35.0 Mar, 3.0 2.3 8.0 >> 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+-) or Deficit (— ) Financed by : 
3 -——_————  _ Reserves 
With With Net American Special Change at endo 
E.P.U.* Other Surplus or Aid Creditst in Period 
Areas Deficit Reserves 
— — — 908 -— +1123 + 220 2690 
—— “ —4131 = +-3513 - 618 2079 
— — —1710 682 + 805 — 223 1856 
— — —1532 1196 + 1768 — 168 1683 
+ 14 + 7QI + 805 762 + 45 +1612 3300 
—II2 - 876 — 988 199 —- 17 — 965 2335 
— 276 — 460 — 7306 428 — 181 —- 489 1846 
- 113 - 433 + 5406 307 — 1581 - 672 2515 
+ 95 + 119 + 214 106 a + 320 2166 
+ 42 + 98 + 140 61 — + 20! 2307 
— 19 + 55 + 36 83 — + 119 2486 
4 - 101 +- 156 57 181 + 32 2518 
4 + I4 + 10 [5 — -- 25 2543 
7 : 2 - 9 31 -— -— 40 2553 
. SO + 88 I4 102 2685 
5 102 107 60 107 2085 
* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
+ Comprising $4,909 millions from U.S. and*Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annua! 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953 a 


included as a debit item. 
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BANCO DI ROMA 








HE annual meeting of the Banco di 

Roma was held under the Chairmanship 

of H.E. Prof. Costantino  Bresciani 
Turroni on the 5th April, 1954. Having heard 
the Report of the Board and that of the 
auditors, the shareholders approved the balance 
as at 31st December, 1953, the profit and loss 
account and the consequent distribution of 
profits. 
- The profits for the vear, considerable redemp- 
tions having been carried out and funds set 
aside, have amounted to Lire 475.429.808. 

It has been decided to pay the shareholders a 
dividend of 7°, and transfer to the reserve 
Lire 400.000.000 thus bringing it up to Lire 
1.400.000.000. 

The Report of the Board, after devoting a 
few pages to the study of the general situation 
of the country, goes on to explain the notable 
progress achieved by the Bank in every branch 
of its activities. 

The total of the items of Assets and Luiabili- 
ties has increased by Lire 129.000.000.000 to 
over Lire 800.000.000.000. 


having increased during 
rave totalled almost 


Bills for collection, 
the year by 51 milliards, 
416 mulliards. 

Credit assistance given by the Bank to its 
own clients has shown an increase of about 
60.000.000.000, the total of such investments 
having reached almost 28o milliards. 

As Count Dr. Vittorio Marzotto di Valdagno 
Castelvecchio has resigned on being elected 
Member of Parliament, Professor Lanfranco 
Maroi has been elected Administrator. 

The Board of Auditors is therefore formed as 
follows: Effective Trustees: Dr. Renato 
Matteucci (Chief Auditor), Prof. Mario Bossi, 
Dr. Torquato Foschini, Prof. Dr. Mario 
Mazzantini, Dr. Carlo Obber; Deputy Auditors: 
Dr. Giuseppe Criconia, Dr. Ugo Tabanelli. 

The Board, having met after the annual 
meeting, proceeded to appoint its members. 
The following have been contirmed: Chair- 
man: H. E. Prof. Costantino Bresciani 
Turroni ; Vice-Chairman : Baron Prof. Fran- 
cesco Mario Oddasso : Managing Director : 
Gr. Uff. 


| ‘gO Foscolo. 





BALANCE 


ASSETS 
(ash and tunds with Central Bank L. 62.240.793.351 
Banks in Italy 


Funds with other 
and abroad 7 ia $3.910.864.933 
overnment, Government Grularan- 
teed and other Bonds 79.476.082.614 
439.298.296 
109.676.163.946 
§.644.640.628 
119.791.497.160 
142.009.644.212 


Other Securities 
Porttolio 
Contangoes 
Current Accounts against Guarantees 
Correspondents and Debtor Accounts 
Banking Participations 1.274.426.412 
Bank Premises = 197.871.5913 
Bank Furniture 7 va + | a l 
Sundry Debtors - 5 ? 019,960,805 
Liabilities of Customers for Com- 
mercial 
Openings of Documentary Credits 
Liabilities of Customers for 


(nlarantees ee ies na .  20.568.870.650 


Acceptances and for 
3? 351.950.6635 


L. 522.902.065.186 
Contra Accounts 
ser "ap on Deposit 
As Collateral ms + .. ee £1.764.062.523 
eiprepions 


235.646.696.588 


As Guarantee 
Sundry Securities Accounts 


§$00.337.8338.707 


Total si = a 
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LIABILITIES 
Share Capital = a Yee 


Reserve Fund 
Savings Accounts 


L.000.000.000 
1.000.000.0000 
139.876.731.770 


( eeniiisiahe wiiibian titties ys 26d. 642.222.8887 
sills for Collection 25.965.996.823 
Circular Cheques - re .. «gs 114.835.095.619 


17 ‘ 7.97 4.023 
S.587.690.260 


Ordinary Cheques 
Sundry Creditors 
Commercial Acceptances and Gees h- 


ings of Documentary Credits »2.351.950.665 


(zuarantees tor Third Partie s . 20.568.870.650 
Re-discounts in Favour of Finaneck i 
Year 1954 ded ee a ? 279.647.689 


$0.454.992 
475,429,808 


Balance of Protits beenated forw: hind 
Net Profits for Current Year 


L. 522.902.065.186 
Contra Accounts 
Depositors of Securities for 
Guarantees sa ie, ~e os 41.4389.076.933 


235.046.696.588 


Sundry Securities Account 


Total .. eee .. L. 800.337.838.707 


Director: 
Auditors : 


Chairman :  Breseiani-Turroni. Managing 
Foseolo. Chief Nazareth. 
Matteucci (Chief Auditor), Braidotti, Foschini, Mazzantini, 
Obber. 


Accountant : 








BANK LEUMI LE-ISRAEL 





Need for Economic Independence 





Mr. S. Hoofien’s Speech 





HE annual general meeting of Bank Leum1 
hades B.M. was held on April 8in Tel- 
Aviv. Mr. S. Hoofien (chairman) presided. 
In his introductory remarks the Chairman 
referred to the stock bonus of I/1 for every 144 
held, resolutions as to the distribution of 
which had been passed that very morning at 
separate class and extraordinary general 
meetings. The paid-up capital was thus 
increased from If£1,600,000 to I[£2,000,000 and 
the open reserve fund had also been increased 
to I£2,000,000 by appropriations which the 
directors had made of 1I/550,000 from the 
profit and loss account and contingencies 
reserve. The balance of net profit amounted 
to 1£502,766, compared with I/455,705 for the 
previous year. Out of this sum an amount of 
[f200,000 had been appropriated for the pay- 
ment of dividends to the stockholders, and the 
directors had every hope of being able to 
maintain the present rate of dividends (124 per 
cent.) on the increased capital. Deposits stood 
at 1£115,285,462 (1952: I£94,907,391) and 
loans at 1£76,743,965 (1952: I£55,783,090) 


Establishment of Central Bank 


The chairman touched upon the Govern- 
ment’s intention to set up a Central Bank in 
the course of the current year and explained 
why its early establishment was considered 
important. The bank had actively participated 
in all the preparations for the setting up of the 
Central Bank. When the Issue Department 
and the Government Loans Administration, 
also various Government accounts, were taken 
over by the Central Bank, Bank Leumi 
would be able to bend all its energies to its main 
task as the country’s leading commercial bank. 


Agricultural Development Policy 


In the main part of his speech the chairman 
dwelt on the reorientation of the country’s 
agricultural development policy. He had 
brought this subject up for public discussion 
in his speech at the preceding general meeting, 
when he had advocated a shifting of the 
emphasis in agricultural policy from the 
production of animal to vegetable foods, and 
the growing of greater amounts of staple and 
industrial crops as well as the utilisation of 
natural pastures for grazing. Some progress 
had been made, but the progress was too slow 
and the agricultural price policy must be 
geared to the aims of the new agricultural 
development policy. 


Steps Towards Economic Independence 


The chairman then passed on to the central 
problem of how to lead the country’s economy 
towards independence from outside help. This 
took the form of the very large amounts 
raised by Jews abroad (especially in the 
U.S.A.), grants, reparations from Germany 
and foreign loans. The maintenance of Jewish 
support on the same scale for many years was 
not a matter of certainty and all the other 
sources would also tend to dry up in time : nor 
were they under the control of Israel. This 
foreign aid was, as a matter of policy, used for 
development purposes, while the ordinary and 
defence budgets were met from taxation in 
Israel. He pointed out, however, that it was 
from these sources that the foreign exchange 
for most of the country’s import requirements 
was derived and that their cessation would 
raise grave problems unless the country 
steered towards independence from outside 
support. How could such independence be 
achieved? The natural answer was increased 
production and reduced consumption. 


He analysed the possibilities of increasing 
production in industry and agriculture and by 
the development of natural resources ; in his 
opinion, agriculture offered the best hope of 
achieving important results by planning. 
He then turned to the question of reducing 
consumption. The population had shown no 
readiness to reduce consumption. It was up to 
the Government to decide whether it considered 
the reduction of personal consumption essential 
and whether it had the power to enforce such 
policy as it considered necessary. 


As to public consumption: The most 
important item in that respect was defence. 
Since circumstances still kept this subject 
outside the scope of public discussion, it was all 
the more essential that the maximum economy 
be exercised in all other items of public 
expenditure. All items of the Government and 
local authority budgets should be examined 
from the point of view whether a small and 
poor country could permit itself the expendi- 
ture involved. 


The problem of preparing the country for 
economic independence would from now on 
have to be constantly kept in view. There was 
still time, but not too much. 
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BANK OF SCOTLAND 








Progress Towards Complete Unification 





Lord Elphinstone on Amalgamated Banks’ Results 








HE annual general meeting of the pro- 

prietors of the Bank of Scotland was held 

on April 6 within the Head Office, 
Edinburgh. 

The Right Hon. Lord Elphinstone, K.T., 
Governor of the Bank, presided and, in the 
course of his speech, said: 

During the past year further progress has 
been made towards complete unification of the 
Bank and The Union Bank of Scotland, Ltd. 

It is not yet possible to state definitely the 
date at which fusion of the Banks will be 
finally achieved as this depends on factors 
outwith our control. I can, however, say that 
the directors of both Banks are unanimously 
agreed that it should be accomplished as ex- 
pediously as legal and Parliamentary procedure 
will permit. 

Balance Sheet 

Dealing first with the Bank’s balance sheet, 
it will be observed that deposits are some 
{6,000,000 greater and the total of over 
{99,400,000 is the highest recorded at balance- 
sheet date in the Bank's long history. 

The consolidated balance sheet is designed 
to present the combined Bank's position on the 
same basis as it will appear after the fusion 
of the Banks has been accomplished. Total 
assets are in excess of £210,000,000, and against 
liabilities to the public amounting to over 
{201,000,000 there is held in cash balances 
with other banks, money at call, etc., an 
amount representing over 334 per cent. of such 
liabilities. The combined investments of the 
Banks, the great bulk of which are in British 
Government securities, amount to over 
{95,600,000 and their market value is in excess 
of that figure. Advances total £37,800,000 
and obligations undertaken on _ behalf of 
customers amount to over £8,850,000. 


Dividend Decision 


I wish to refer to the decision of the directors 
to reommend that the dividend for the year 
be increased by 1 per cent. to 13 per cent. by 
the payment of a final dividend of 7 per cent. 
The former rate of 12 per cent. was established 
when the Bank’s capital was reorganised in 
1938. It was reduced on the outbreak of war 
to 11 per cent. and re-established five years 
later in 1945 at 12 per cent. The modest 
increase now proposed is little more than token 
recognition of the change in the value of 
money which has occurred in the past 15 
years and the directors feel that their proposal 
is well justified from every aspect. 

The directors’ report deals this year with the 
combined profits of the two Banks, but it 
should be noted that the profits of the Union 
Bank included are only for a period of approxi- 
mately 11 months. 

The combined net profits on this basis after 
Provision for taxation, contingencies and all 
known bad and doubtful debts amount to 


Of this 


been 
retained by the Union Bank /115,986, leaving 


£578,587. amount there has 
$462,601, to which is added the balance 
brought forward of 4185,460, making available 
£648,061. From this there has been transferred 
to reserve for contingencies £100,000 and staft 
pension fund £40,000, leaving £508,061. 

The interim dividend of 6 per cent. actual, 
less income-tax, paid October 15, 1953, 
required 4148,500 and the final dividend of 
7 per cent. actual, less income-tax, now 
recommended will require £173,250, together 
£321,750, leaving a balance carried forward 
by the Bank of Scotland to next year of 
£186,311, to which falls to be added the balance 
carried forward by the Union Bank of 465,629, 
making a combined balance carried forward 
to next year of £251,940. 

I trust you will have found these results 
and decisions satisfactory. 


Banking Conditions 

The return to cheaper money by the reduc- 
tion in the Bank Rate in September, 1953, 
was an important event in the past year. The 
re-establishment abroad of confidence in 
sterling has been notable and at home the 
further easing of rationing and the reduction 
in taxation encouraging. 

While the future is not free from uncer- 
tainty, we can look back on a year of solid 
achievement in Britain’s economic recovery. 
Given continued political stability and some 
incentive to greater productivity by further 
taxation reliefs, another stage in the long road 
back to economic freedom may be possible in 
the year that lies ahead. 

In Scotland the past year has been more 
prosperous in nearly every field of business 
enterprise. Unemployment figures have fallen 
and there has been a recovery in the textile 
trade. The importance of Scottish textiles in 
export markets continues to grow and the dis- 
tilling trade has achieved a new record in 
exported output. The production of steel has 
again reached a new record and supplies to 
industry have been more nearly approaching 
requirements, though in some special grades 
there is still a shortage. It is a source of satis- 
faction to note that there has been marked 
development in the lighter engineering industry 
and in several districts modern works are now 
engaged in producing machines of a_ type 
which were previously imported. The coal- 
mining industry, however, presents a less 
satisfactory position. Production has again 
lagged behind anticipated results and the 
future is not free from the danger of a coal 
shortage developing. 

The volume of support which the Bank 
accords to the farming community and the 
agricultural industry as a whole continues to 
be extensive. 

The report was adopted. 











INTRA BANK S.A. 





Head Office: Beirut, Lebanon 





Report of the Board of Directors for 
the Year 1953 





HE second annual general meeting of 

the Shareholders of Intra Bank S.A. was 

held in Beirut on March 31. The 
Board of Directors reported as follows:— 

In submitting their second annual report, 
the Board of Directors are proud to state that 
the good: work of the Bank, initiated late in 
1952, was continued with success. 

The period of political unsteadiness that 
prevailed for a number of years, extending 
over a large part of 1953, had, of necessity, 
its adverse etfects on World economy.  For- 
tunately, however, the tension was_ eased 
before the year was over, and a trend towards 
normal conditions was felt, allowing for hopes 
of a more peaceful and prosperous future. 

Notwithstanding trying circumstances, the 
bridgehead which the Bank had forged for 
itself in the economic fields of the Middle East 
was consolidated and greatly strengthened. 

On October 5, 1953, a Presidential Decree 
(No. 2711 of 1953) was issued approving the 
increase of our capital to 12 million Lebanese 
pounds. As this approval came too close to 
the end of the year, it was thought more 
appropriate to defer the acceptance of new 
subscriptions until the New Year. However, 
a number of applicants, who had been on the 
waiting list for a long time, were accepted. 

One of the major aims of the Bank is, and 
will continue to be, the aid to local industries 
and the extending of a helping hand to schemes 
for development and exploitation of local 
resources as well as for the furtherance of 
trade relations amongst the Arab countries. 
With this object in view, our institution gave 
its moral and financial assistance to the 
creation of a number of commercial firms, 
including the ‘‘Chocolaterie & Sucrerie (Presi- 
dent) S.A.’ with a capital of 1 mullion 
Lebanese pounds, and the Societe des Grands 
Hotels du Liban S.A. with an initial capital 
of 5 million Lebanese pounds. Plans for the 
formation of other companies are now under 
wav, foremost amongst which is one to under- 
take the construction and operation of a dry 
dock in Tripoli, the second largest town in 
[.ebanon. 


Expansion in Middle East Countries 
Our projects for expansion in and outside 
Lebanon 


continue. Tripoli Branch has pro- 


xxvi 


gressed in a most satisfactory manner and js 
contributing adequately towards the economic 
welfare of North Lebanon. Ras _ Beirut 
Branch is scheduled to be opened by mid- 
April, 1954. We trust that this branch wil] 
prove of real service to the large community 
in that area. In Baghdad, the construction 
and equipment of the Bank premises are 
nearing completion and we plan to commence 
operations there by the middle of 1954. In 
other Middle East countries the necessary 
steps for replacing our agencies by full banking 
branches are being taken. 


The Balance Sheet 


From the attached Profit and Loss Account 
you will note that gross earnings for 1953 
amounted to L.L. 1,240,720.78, while expendi- 
ture (including large writings-off of preliminary 
establishment expenses and_ depreciation) 
reached L.L. 676,303.61. After the creation 
of a special reserve of L.L. 14,500——and the 
transfer of the 10 per cent. Statutory Reserve 
(L.L. 54,991.70)—the Board recommends that 
the remaining balance of L.L. 494,925.47 be 
allocated as follows:— 

The sum of L.L. 469,800—to allow for a 
6 per cent. dividend to shareholders, 5 per cent. 
of the profit (L.L. 24,746.27) to be paid as 
remuneration to the Board of Directors, and 
the remainder (L.L. 379.20) to be carried 
forward to the profits of next year. 

It is indeed gratifying to note that the 
Bank has yielded profits and paid dividends 
for each of the past two financial years, 
although it commenced operations only in 
October, 1952. Satisfactory as these results 
are, we confidently hope for better and bigger 
achievements in 1954. 

Our mandate of service on the Board of 
Directors of your Bank expires with the sub- 
mission of this report. We take this oppor- 
tunity to thank you heartily for the trust and 
confidence you have placed in us and hope 
that we have discharged our duties to your 
satisfaction. 

Before concluding, we wish to tender our 
thanks and appreciation to the Staff, to whom 
we are all indebted for their loyalty and 
efficient service to the Bank. 
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LIABILITIES 

Authorised Capital: it. FF. 

24,000 Shares at L.L.500each — 12,000,000.00 
Paid-up Capital: 

15,000 shares at L.L.500 each 

(fully paid) 

Reserves: 

Balance brought 


7,830,000.00 


forward 45,329.54 
10 per cent. of 
1953 Profits .. 


54,991.7' 
inal — TOO, 321.24 
[4,500.00 


175,378.43 


Special Reserve 
Current and Fixed Deposits. 


Other Accounts 3,215.59 
Guarantees and Commercial 

Credits on Account of Cus- 

tomers (per contra) .. 7 3,357,254.90 


Net Profit for 1953 494,925.47 


975,025.03 


lev 
i) 


We are pleased to report to the shareholders of Intra Bank S.A. tha 
accounts of the Bank for the year ending 31st December, 1953. 


INTRA BANK 


Societe Anonyme 


GENERAL BALANCE SHEET as at 31st December, 





ASSETS 
me P. 
Cash in Hand and at Banks.. 5,553,134.58 
Investments (at cost or at mar- 
ket price, whichever is lower) 2,123,209.84 


[mmovable Properties (at cost) 

Furniture (after depreciation) 

Advances 

Bills Discounted 

Other Accounts a 

Customers’ Li bility Under 
Guarantees and Commercial 
Credits (per contra) .. as 3535/5 


452,724.13 
145,328.40 
5,742, 147.99 
2,401,475.09 


200,320.10 


284.90 


Y. K. BepbaAs, Chairman, 
Board of Directors. 
BapDIE BUuLos. Director. 


22,978,625.63 


‘we have audited the 
We have obtained all the 


information and explanations we required and we believe that the above Balance Sheet shows 
the true and correct position as on 31st December, 1953, to the best of our information and 


as shown by the books of the Bank. 


S. ~ IFARRAGE \ Commissaires de 


Beirut. -— March, 1954. F.S. SABA 


f Surveillance. SABA & Co., Auditors 





NORTH BRITISH & MERCANTILE INSURANCE 





Another Successful Year 





HE annual general meeting of the North 
British & Mercantile Insurance Co., Ltd., 
will be held on May 6 in Edinburgh. 

The following is an extract from the circu- 
lated statement of the Chairman, the Rt. Hon. 
Lord Brand, C.M.G., D.C.L.: 

FIRE DEPARTMENT: This is from the point of 
view of income and profit by far the most 
important section of our business and I[ am 
pleased to say that it again shows a modest 
increase in volume. 

Premiums at £16,239,922 show an increase 
of £192,925 over the 1952 figure of 416,046,997, 
whilst losses, amounting to £7,811,461, 48.10 
per cent. of premiums, compare with the 
previous years figure of £7,315,300, 45.59 
per cent. We are able to report a Profit of 
£963,414, 5.93 per cent., transferred to the 
Profit and Loss Account. 

CasuALTY DEPARTMENT: Total premiums 
in the Casualty Department were £5,077,266, 
being £329,568 in excess of the 1952 figure of 
£4,747,698. Losses were {2,575,669 against 
£2,391,869, the percentage of losses to premium 
Income being 50.73 per cent. compared with 
50.38 per cent. for 1952. The underwriting 
profit is £366,374, representing 7.22 per cent. 
of premiums compared with £290,943, repres- 
enting 6.13 per cent. for 1952 

MARINE DEPARTMENT: The Marine income 
for 1953 was {£1,702,750, compared with 
Claims were £1,321,578, 


{1,845,375 in 1952. 


against 41,384,701 1n the previous year. We 
have transferred 4216,855 from our Marine 
Fund to Profit and Loss Account. 

LIFE DEPARTMENT: The total new business 
completed amounted to 410,283,433 last year, 
compared with 413,713,864 in 1952 

CONSOLIDATED PROFIT AND Loss ACCOUNT: 
Net interest on Investments amounts to 
£945,913, compared with £864,023 in the 
previous vear. The transfers from the Fire, 
Accident and Marine accounts total {1,546,643 
as against 41,825,353 in 1952. In addition, 
we have taken credit for the balance remaining 
of the shareholders’ profit from the 1949 
quinquennial valuation in the Life Department 
amounting to £49,551. 

The proposed dividend of tos. per share 


and the Preference dividend will absorb 
£643,500. United Kingdom taxes _ require 


£617,934. There is also an item of £195,000 
transferred to the General Reserve making 
a total for that Reserve of £500,000. We have 
made the usual transfers to the Staff Pension 
Fund and the Widows’ Pension Fund. 

After providing for the amount required to 
pay up the uncalled lability on the partly paid 
shares of £1,031,250, we are left with a final 
balance on the Account of £13,622,933 repre- 
senting the aggregate amount carried forward 
in the Accounts not only of the ‘ North 
British " but also of its Associated Companies 
at home and overseas. 
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NATIONAL BANK OF EGYPT 


Year of Healthy Adjustment and Stabilization 


Agricultural Expansion Necessary 


fourth 


ordinary 
meeting of the National Bank of Egypt 
was held in Cairo on March 24, when the 











report of the directors, and the balance sheet 
as follows, were submitted:- 


BALANCE SHEET, DECEMBER 31, 
ISSUE DEPARTMENT 


LIABILITIES 


Notes issued . . 


Gold 


Egyptian and Forei ign ‘Gove! rnme nt Tre asury 
Bills and Securities : ¥ ‘a 


BANKING DEPARTMENT 


ASSETS 


LIABILITIES 


Share Capital: 


(300,000 fully paid Shares of /E.10 each) 


Reserve Fund: 


Statutory Reserve 
Special Reserve 


Egyptian Government 
Egyptian Government 


- Bills account ”’ 
1951) 


Egyptian Gove rnme nt 


Bills account ’ 


Egyptian Government 


Bills account ’”’ 


Sudan Government .. 


E.1,500,000 . 000 
E.1,5¢ 


$ 
LE 90,000 . OOO 


‘* Special Treasury 

14 of Law 57 of 
** Special -_ asury 
/ 294 of 1952 


* Special Tre asury 


296 of 1953) 


Banks in Egypt (Art. 19 of Law 57 of 1951) 
Current, Deposit and other Accounts 


Cheques Payable 


Sundry other Accounts 


Provision for payment of final dividend at 
the rate of 16 per cent. p.a. ." 


Profit and Loss Account, 


Contra Accounts: 


Balance 


Credits Opened and Letters of Guarantee 


issued, &c. 


1953 


fE. MM. 


194, 000,000 OOO 
194,000,000 OOO 
| SRD Set RS SES 

LE. MM. 
60,552,006 439 
133,447,393 501 


194,000,000 000 
a ae 





fE. MM. 


3,000,000 OOO 


3,000,000 OOO 
5,708,015 443 


55,000,000 000 
1,687,705 O16 


2,037,548 495 
2,247,585 774 
38,824,933 552 
71,896,867 35 

169,523 376 
1,136,524 747 


450,000 OOO 
289,276 336 


24, 901, 1302 176 


210,500,242 053 
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ASSETS 
Egvptian and Foreign Government Treasury 
Bills and Securities and Securities guaran- 


teed by the Egy — Government 


Sundry Securities 


Advances to Banks in Egy pt: 


On merchandise 
On securities 


Other Advances: 


On merchandise 


On securities 


Sundry ot Mr Advances 


Bills discounted 


Foreign Bankers and Corre espondents 


Money at Call 


Sundry other accounts 


Buildings 
Cash 


N.B.E. Notes 


Other notes and coin 


Contra Accounts: 


Clients’ Liability for Credits opened 


Letters of Guarantee issued, &c. 


MARCEL 
ALY SHAMSY, 


VINCENOT, 


Director. 


Mr. Aly Shamsy on Exploitation of Economic Potentialities 


£E. 650,000 . 000 
£E,3,400,000 . 000 
£E.4,477,949 . 456 
LB. ‘. 136,622 . 927 
and 

£E.9,825,521 . 000 
£E. 119,155 . 652 
and 

MOHAMED 


President of the Board. 





fk. MM. 


138,818,956 990 
616,179 744 


4,050,( 100 OOO 


7,614,572 383 
53426,499 870 
152,476 182 


18,068,143 285 
747,375 371 
100,000 000 


9,944,076 652 


24, mr, 362 176 


210,500,242 653 
meen. erm 
AMIN FIKRY, 


Governor. 





PROFIT AND LOSS ACCOUNT 


Directors’ Fees 
Current Expenses 


Interim Dividend at the rate of 4° % Pp . or 
Provision for payment of final divide ae at 


the rate of 16% p.a. 
Balance carried forward 


Gross Profit for the 


year ended December 


31, 1953, after providing for depreciation 
on buildings and furniture, for rebate of 


discount, 
tingencies 


for doubtful debts and con- 


Balance brought forward from last - year .. 


Addressing the meeting, 
the president, said:— 





Mr. 


fE. MM. 
17,642 466 
1,605,005 650 
I20,000 000 


450,000 000 
baidcnois 79 33° 


2,511,924 L458 


" 


fE. MM. 


2,255 553 903 
25 31040 ‘5959 


2,511,924 458 


i 


Aly Shamsy, 













MM. 


956 990 
179 744 


000 OOO 


572 353 
499 870 
476 182 
,143 285 


,000 000 


,676 6 


tv 


mA 


,362 176 





242 653 
a dl 
FIKRY, 


ernor. 


E. MM. 
7,642 466 
3,005 656 
)},000 000 


»,000 000 
),276 330 


yhamsy, 








General Review 


For the Egyptian economy the past year 
has been one of healthy adjustment and 
stabilization. 

This is confirmed by a number of favourable 
factors, which at the same time prove the 
soundness of the economic and financial policy 
introduced during the summer of 1952. On 
the whole, internal prices have again become 
fairly stable, the adverse movement in the 
balance of payments has clearly slowed down, 
while the position of the Egyptian pound 
abroad has been strengthened. The overall 
stabilization has resulted in an increase in 
bank deposits—a sign of relatively less hoard- 
ing—and a marked reduction in advances by 
the Central Bank to the State, an indication 
of an easier financial position due to the 
gradual liquidation of cotton stocks. Briefly, 
the elements of the economy now enjoy a 
degree of flexibility which may permit some 
necessary and beneficial readjustments on both 
the internal and external plane. 


Unfortunately, the improvement’ in the 
monetary situation is not producing all the 
salutary effects on the general economy that 
might normally be expected, for it is hampered 
by a decline in the spirit of enterprise and 
reluctance in the sphere of investment. In fact, 
in business, large and small, there is a feeling 
of uneasiness resulting in a contraction of 
activity which is not due solely to the reduc- 
tion in the value of the present cotton crop 
and to the relative depression which normally 
follows any policy of stabilization. 

This lack of activity seems to us to arise 
from the twin fears of spasmodic intervention 
on the part of the State and a growing 
economic recession. The favourable technical 
elements already mentioned, which, moreover 
are strengthened by a stricter control over state 
expenditure and a reassuring statistical posi- 
tion in regard to cotton, appear such as to 
ward off the danger of any serious crisis, at 
least so long as the situation is influenced by 
local factors and not by unpredictable changes 
on world markets. The other fear springs 
from a lack of confidence, more pernicious 
perhaps because it is of a psychological nature 
but on this account less difficult to counteract 
if only the right atmosphere is created. In fact 
it constitutes the most disturbing problem. 
Some circles are discouraged by the profusion 
of regulations and laws, the latter sometimes 
promulgated with retroactive effect, as well as 
by the spirit in which, at times, they are 
interpreted; the labour legislation being an 
example. The restrictions and administrative 
annoyances to which the economy is still sub- 
jected tend to deprive it of that impetus which 
is so indispensable. Other circles, more sensi- 
tive, fear some further redistribution of 
incomes, whereas the recent exemptions from 
tax, although limited to industry, imply a 
different intention. 

There is no doubt that all is having an 
adverse effect on business. It is the more 
Tegrettable since there is no point of disagree- 
ment on the ultimate aim. All are agreed, in 
fact, that raising the standard of living is still 
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essential for our country. It is clear, however, 
that in the present state of affairs Egypt’s 
social progress depends on her economic 
expansion, which can with difficulty be pro- 
moted if existing capital in the country con- 
tinues to lie idle and if savings do not 
accumulate on a sufficient scale and come 
forward for investment without hesitation. 
Both must be reassured, indeed offered en- 
couragement as an incentive, stronger even 
than alluring laws, to that indispensable inflow 
of foreign capital. Development and equip- 
ment programmes at present under study 
justify this imperious necessity, since it is 
envisaged that the financing of a large part of 
these projects will be from loans. 

An edifying example is provided by most of 
the countries of Western Europe. In the case 
of Western Germany, to quote only one, it was 
by liberalizing her economy and by restoring 
the flexibility which had been lost that her 
recovery exceeded all expectations, as much 
in the field of production as in the reconstitu- 
tion of savings and: the expansion of foreign 
trade. It is true that this success might not 
have been so spectacular without the financial 
aid she has received from abroad, but it is 
doubtful whether this support would have pro- 
duced the same results if, internally, all mis- 
givings as to the future of investment and 
private enterprise had not been frankly dis- 
pelled at the outset. 

Egypt must take stock of her economic 
potentialities. An exceptionally fertile soil, 
unexploited resources and comparatively mod- 
erate charges in respect of public debt and 
current obligations are rare attributes now- 
adays in a world where the budgetary expendi- 
ture of so many countries bears so heavily on 
national resources. The agreements which the 
authorities have recently concluded involving 
the participation of foreign capital in the field 
of heavy industry, and also in respect of oil, 
constitute an important step in the effort which 
our country must maintain to make up lost 
ground. It is to be hoped that these agree- 
ments will act as a stimulant on the latent 
potentialities of the private sector of the 
economy. 


Price Movements 


The trend of prices, as shown in the official 
indices, was characterized by fairly general 
stability. It should be noted, however, that 
most goods are still subject to price-fixing. 
Moreover, it appears that the increase last year 
in certain customs dues and the higher cost of 
a variety of goods imported through “ entitle- 
ment accounts ’’ have had the effect of raising 
the price of articles which are not always taken 
into account in the calculation of the official 
indices for wholesale prices and the cost of 
living. 

The wholesale price index, which fell by 
15 per cent. in 1952, stood at 345 at the 
beginning of 1953 (June/August, 1939100). 
A slight upward tendency was evident until 
the end of the year and, in December, it stood 
at 353. However, this rise reflects mainly the 
increase in the index of foodstuffs, particularly 
wheat, sugar, and fats. On the other hand, 











the industrial price index showed a downward 
tendency particularly apparent in textiles. 
The cost of living index did not follow the 
rising tendency of wholesale prices. From 
296 in January, 1953 (June/August, 1939 
100) it rose slightly during the spring and 
then fell to 293 at the end of December, a 
level slightly below that of December, 1952. 
The extent of the rise in prices during 195! 
and the early months of 1952 called for counter- 
measures. The steps taken to reduce prices 
aimed at stopping the inflationary movement 


which was steadily reducing the purchasing 
power of families with fixed incomes. This 


object has been attained, but at the expense 
of an economic policy based on price-fixing, 
the rigidity of which, despite recent modifica- 
tions, still appears excessive in certain sectors. 


Agricultural Production 

In 1953 agricultural production was satis- 
factory. 

If one excludes cotton, of which the _ per- 
mitted acreage was reduced by about 33 per 
cent. compared with the previous .year—a 
reduction justified by the importance of accu- 
mulated stocks—a marked increase in the pro- 
duction of cereals and sugar cane is revealed. 
Other crops continue to expand but there has 
been a slight decline in dairy produce. Overall 
production, in money terms, was conditioned 
by price-fixing and it is estimated that, ex- 
cluding the cotton crop, the gross value of the 
whole of Egyptian agricultural production was 
somewhat above that of 1952 and about equal 
to that of 1951. However, it is clear that the 
production of wheat and sugar cane is still 
inadequate to satisfy local consumption. As 
regards rice, even though according to official 
estimates, the 1953 crop from a cultivated 
area of only 423,000 feddans was sufficient, 
it is well to recall that for several years up to 
1950 annual production from a_ cultivated 
area Of more than 700,000 feddans, thanks to 
abundant Nile floods, left an exportable 
surplus earning substantial amounts of foreign 
currency. 

Expansion of agricultural production, there- 
fore, remains indispensable, not only on 
account of the demographic evolution § in 
Egypt but also because the relative stagnation 
in incomes of the agricultural mav 
retard the progress in industry. 


classes 


Agrarian Reform 

Last year, after the inception of the Agrarian 
Reform, we expressed some concern coupled 
with the hope that its application would not 
bring about a decline in production. 

The out-turn in agriculture for the year 
fortunately seems to confirm that the Agrarian 
Reform Committee, no doubt foreseeing the 
consequences for production of too hasty 
action, has taken care to proceed with distri- 
bution of the requisitioned land only so far 
as local conditions for exploiting it would 
ensure continuity of production. In fact, out 
of a requisitioned area, on November 1, 1953, 
of 188,000 feddans, 17,000 had been distri- 
buted. It is expected that 97,000 feddans will 
be allocated during this year. As regards land 
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leased by the committee to small cultivators, 
in addition to granting its technical aid, the 
committee has arranged that credit facilities 
are available. 

The Agrarian Reform has already brought 
about a reduction in agricultural rents, mark- 
ing undeniable progress in the field of social 
equity. On the other hand, it is a matter for 
regret that the endemic unemployment among 
agricultural workers shows a tendency to in- 
crease, since the general situation and a 
series of factors arising from execution of the 
Reform gave rise to an increase in demands 
for employment. As a result there has been 
a fall in the level of wages. 

Distribution of the bonds in compensation 
for requisitioned land began early this year, 
and the initial holders have already received 


the interest due on November I, 1953. 
Cotton 
The year, 1953, Was uneventful in the 
Alexandria cotton market, the Government 


having continued as a buyer, at fixed prices, of 
all cotton offered to it and as a seller at prices 
based on those of New York. 

This policy of restoring more normal condi- 
tions in the cotton market, introduced at the 


beginning of the 1952-33 season, was _fol- 
lowed with even more realism during the 


present season and tangible proof of this is 
to be, found in the level of prices. During 
the 1952-53 season, the Government’s buying 
prices of 674 tallaris for Karnak and 60 tallaris 
for Ashmouni (grade “© good ’’) were about 
9 per cent. to 13 per cent., respectively, above 
average selling prices. This induced the market 
to sell the crop to the Government, who 
financed their operations by the issue of three 
months Treasury bills to a net amount of 
4E45,000,000. On the other hand, during 
the present season the general situation, and 
especially the fall in agricultural rents, per- 
mitted the Government to reduce its buying 
prices by about 14 per cent. to 16 per cent., 
to 58 tallaris for Karnak and 50 tallaris for 
Ashmouni. This brought them below market 
quotations. Thus, the facilities for financing 
the crop, made available by the Central Bank, 
were utilized this season for only a negligible 
amount. Although the regulations still re- 
quire all cotton intended for export or local 
spinning to be purchased from the [Egyptian 
Cotton Commission, a procedure which has 
resulted in all cotton bought freely on the 
market being sold to the Commission and 
simultaneously repurchased, this. form of in- 
tervention did not affect the relatively healthy 
working of the market, thanks to the degree 
of flexibility applied by the Government to 
the differences between the buying price and 
selling prices. 

The 1952-53 season closed with a total stock 
of 3,400,000 cantars of which about two-thirds 
Including the present crop 0! 


were Karnak. 

about 7,000,000 cantars (valued at about 
£Eg0,000,000 against a crop of 9,717,000 
cantars the previous season worth nearly 


£E125,000,000) the 1953-54 season opened 
with a total supply of nearly 10,500,000 cantars 
compared with 12,000,000 cantars 1n 1952-53: 
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The season commenced favourably with 
substantial demand from foreign and _ local 
spinners. } 

At the end of February, 1954, after six 
exceptionally active months, total sales by 
the Egyptian Cotton Commission amounted 
to nearly 8,000,000 cantars. It is, therefore, 
not unlikely that if demand is maintained, 
stocks at. the end of the season will be much 
less than the carry-over from the previous 
season —-a promising start for the next 
campaign. 

In the hght of this situation, the Govern- 
ment decided to raise by 3 to 4 tallaris the 
prices at which the Cotton Commission 1s 
prepared to buy the new crop and to increase 
the bases of the selling prices by 40 per cent. 
(instead of 30 per cent.) above those of New 
York for long staple, and by 124 per cent. 
(instead of 5 per cent.) for short staple cotton. 
Being in line with current prices on the free 
market, this increase has consolidated the 
premia between the two official prices. The 
authorities consider it unlikely that the com- 
petitive powers of Karnak and Ashmouni will 
be jeopardised since these varieties are de- 
manded by spinners to meet specific require- 
ments. In this connection, it is to be hoped 
that the directives given by the Government 
towards an improvement in the quality of 
Ashmouni, which recently has not been up 
to expectations, will bear fruit in the very 
near future. 

Nevertheless, however favourable the statis- 
tical position of Egyptian cotton may be, one 
must not overlook the importance of the world 
supply and to an even greater extent the 
present accumulation of stocks in the United 
States. 

The world supply has tended to increase 
owing to the abundance of American crops of 
the past two years. On August 1, 1953, world 
stocks were estimated at more than 17,000,000 
bales. World production for the 1953-54 
season is estimated at 36,500,000 bales and 
consumption at 33,500,000 which, so far as 
can be foreseen, would leave a carry-forward 
on August I, 1954, Of about 20,c00,000 bales 
of which g,500,coo in the United States. The 
large American stocks will still present a major 
problem and if the Federal authorities find 
themselves obliged to reduce the prices of 
cotton for export, a general fall in world prices 
must be expected, a contingency which should 
always be borne in mind. 

Regarding the problem of the futures market 
in Alexandria, the time does not seem ripe for 
reopening it. But it must be remembered that 
the absence of facilities for hedging, which 
only a futures market can offer, somewhat 
upsets the normal course of business. This 
lacuna was felt at the beginning of the present 
season by up-country and Alexandria mer- 
chants. No doubt, therefore, the working of 
the Liverpool market, which is expected to 
reopen in May, will be followed here with 
considerable interest. 


Foreign Trade 


The trend of our foreign trade during the 
year 1953 was characterized by a tendency 
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towards greater equilibrium in the _ trade 


balance. Whereas the deficit in 1952 
amounted to 4E72,000,000, last year it fell 
to 437,000,000. This improvement is due 
to the fall in imports which were partially 
subject to restrictions dictated by the desire 
to reduce the deficit in our balance of payments. 

Imports amounted to 4£E175,000,000 as 
against 4¢E217,000,0c0 in 1952. This reduction 
is mainly due to the decline of not less than 
40 per cent. 1n the value of imports from Great 
Britain, the Soviet Union, the Netherlands, 
Belgium, and Chile. On the other hand, im- 
ports from Western Germany showed an 
Increase of about 50 per cent. 

Exports were valued at £E137,000,000, a 
figure slightly below that for 1952 which 
reached £E145,000,000. In contrast with this 
relative stability in the total value of our 
exports, the weight of our cotton exports 
notably increased and amounted to 7,700,000 
cantars In 1953 against 6,000,000 in 1952. Very 
marked improvement is shown in our exports 
to Great Britain which have doubled, from 
nearly £E7,000,000 in 1952 to £E15,000,000 
in 1953, and judging by her purchases of cot- 
ton since the beginning of this season she may 
in 1954 again head the list of our customers. 
Exports to India record a further advance, 
amounting to £E16,000,000 against 
413,500,000 in 1952; this country has thus 
become our best customer after France. On 
the other hand, our exports to the United 
States and the Soviet Union fell by more than 
half, and to Western Germany and Italy there 
has also been a reduction. 

The development of our trade, thus briefly 
outlined, has resulted mainly in the deficit with 
Great Britain being considerably improved. 
since in 1952 it was £E23,000,000 and in 1953 
£8,500,000. As against this, the deficit with 
Western Germany has seriously worsened, the 
hgures being £E500,000 in 1952 against 
£E9,000,000 in 1953, of which over 
£E3,000,000 was settled in foreign currency 
since the ceiling under the Egypto-German 
Payments Agreement was on several occasions 
exceeded during the course of last year. 

On the other hand, we had a favourable 
trade balance with India, Japan, and France. 


The Balance of Payments 

Like the trade balance, the balance of pay- 
ments has considerably improved. Whereas 
the year 1952 showed a deficit equivalent to 
£E55,000,000, for 1953 the unfavourable 
balance is provisionally estimated at about 
4 E 10,000,000. 

This improvement is encouraging but never- 
theless the tendencies in our balance of pay- 
ments remain the same. In fact, notwithstand- 
ing the restrictions on imports and inducements 
for the export of cotton, they indicate a con- 
tinuing deficit in our foreign trade only 
partially compensated by a favourable balance 
from invisibles. 

foremost amongst the visible items is 
Wheat, imports of which have reached a 
vearly average for the past five years of no less 
than 600,000 tons valued at {£E23,000,000. 
This is the most difficult commodity among 





our Imports to compress and constitutes the 
heaviest disbursement in hard currencies. 

Invisibles in 1953 were characterized by 
relative stability both as regards receipts and 
expenditure. The credit balance of these 
transactions is estimated at about 
£E23,000,000 against 4Ei1,500,000 in 1952. 

Expressed in currency, the balance of pay- 
ments in 1953 Showed a surplus estimated 
at about 4,000,000 pounds sterling and a 
deficit of about £E7,500,000 in sundry foreign 
currencies. To this must be added an increase 
in our habilities on non-resident account 
amounting to roughly £E6,000,000. 

What stands out is that in our balance of 
payments over the past few years the move- 
ment in imports more or less follows the pur- 
chasing power derived from our exports pro- 
vided, however, that Government expenditure 
abroad is confined to available resources in 
foreign currency. This elastic relationship 
between the value of imports and exports is 
one of the dominant features of the Egyptian 
economy and tends to maintain within fairly 
narrow limits the disequilibrium in_ our 
balances with foreign countries. Moreover, 
the payments agreements and the system of 


‘entitlement accounts’ have the effect of 
reinforcing this tendency and _ restraining 


excessive purchases abroad. 

Nevertheless, in the field of foreign trade 
the importing capacity of the country remains 
tied, to an extent of no less than 80 per cent., 
to the export of a single commodity, cotton, 
the disposal of which depends on two factors 
over which we have no control—the volume 
of demand from abroad and the level of world 
prices. The corollary is to continue the policy 
of protecting the market against former 
excesses and of consolidating the renewal of 
confidence which foreign countries have 
evidenced. 

On the other hand, if the balance of our 
invisibles continues favourable, mainly owing 
to receipts from Suez canal dues and to the 
fact that the service of the Egyptian public 
debt held abroad is very small, it must be 
stressed that one item of receipts, expendi- 
ture of the British forces in the Canal zone, is 
expected to disappear. The encouragement 
of the tourist trade, which should be an appre- 
ciable source of revenue in foreign currency, 
remains most desirable. 

Finally, the equipment of the country neces- 
sary to increase overall production raises a 
problem in regard to our balance of payments. 
It implies heavy expenditure abroad which 
would cause a serious drain on our foreign 
currency holdings if purchases are not spread 
over a period of years and priority given to 
productive equipment. Prudence in this respect 
appears indispensable for the protection of 
our reserves in foreign currency which, how- 
ever adequate they may be in absolute figures, 
are nevertheless largely blocked. In fact, out 
of a total sum in foreign currencies and gold 
amounting to £E265,000,000 on December 31, 
1953, £164,000,000 sterling are blocked in 
No. 2 account and the scheduled releases are 


at a maximum rate of only {15,000,000 sterling 
annually over the next few vears. 
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The Money Supply 


The money supply, which comprises the 
total of bank notes and subsidiary currency in 
circulation together with bank deposits, has 
shown remarkable stability during the past 
year. At the end of December, 1952, it 
amounted to £E424,000,000 and remained at 
£E417,000,000 on December 31, 1953. On 
the other hand, during 1952 there was a con- 
traction of £E36,000,000 in comparison with 
the total of £E460,000,000 on December 31, 
1951. This contraction in the money supply 
over a period of two years is partly due to 
the fact that cash requirements have _ been 
reduced as a result of the fall of about 50 
per cent. in the value of the cotton crops, 
but it was mainly caused by the deficit in the 
balance of payments during 1952, and by a 
gradual reduction in advances to the Treasury. 

Against the stability of the money supply 
last year, the movement of its components 
should be noted since it contrasts with the 
movement of the three previous years. Whereas 
in 1950, 1951, and 1952 the circulation steadily 
expanded (rising from £E170,000,000 on 
December 31, 1949, to £E207,000,000 on 
December 31, 1952) and bank deposits were on 
the decline (falling from /£E283,000,000 to 
£E217,000,000 during thfs period), last year 
the movement was in the opposite direction. 
The circulation shows a downward trend since 
it reached only £E191,000,000 on December 
31, 1953, a reduction of £E16,000,000 in 12 
months, whereas deposits have increased by 
{E9,000,000 and reached £E226,000,000 on 
December 31, 1953. 

This increase in deposits is mainly due to 
the reconstitution of private deposits and 
would indicate a _ reduction in_ hoarding. 
Although there were withdrawals during a 
period in the second half of 1952, private 
deposits by the end of December, 1953, had 
regained the level of £E200,000,000 which was 
the approximate figure at the end of 1949. 
The same cannot be said of Government and 
semi-Government deposits which from 
£E77,000,000 on December 31, 1949, gradually 
fell to £E8,000,000 in August, 1952, and rose 
again to £E18,000,000 on December 31, 1953. 


The Central Bank and the Distribution 
of Credit 


In the field of credit, the tendency towards 
contraction in the demands for accommoda- 
tion from the Central Bank by the commercial 
banks which characterized the year 1952 con- 
tinued in 1953. For the current cotton season 
the banks were granted lines of credit — 
whic 


ing to nearly £E20,000,000 of 

£E4,000,000 were being utilized at the end 
of | December, 1953, compared — with 
£E13,000,000 and {£E4,000,000 respectively 


in 1952. 

Credits were extended also to semi-Govern- 
ment institutions for their normal business 
and for financing the purchase of the wheat 
crop. 

The bank agreed with the Government to 
take up three months Treasury bills to a total 
of {£E 40,000,000 for financing the Govern 
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ment’s purchases of the current cotton crop. 
In point of fact, owing to activity on the 
market and the rapid movement of the crop, 
we were called upon to _ discount’ only 
{E5,000,000 of these bills, and as the greater 
part were not renewed only {E2,000,000 were 
outstanding at December 31, 1953, against 
which 4 E2,038,o000 figured to the credit of the 
Government special account. 

The Government had recourse to the bank 
for temporary advances to cover seasonal 
deficits, by virtue of Article 15 of Law 57 of 
1951 but not to the same extent nor for such 


a long period as in 1952. At the end of 
December, 1953, these advances had _ been 


completely liquidated and the Government's 
account was in credit. 

A number of foreign Central Banks have 
seen fit recently to reduce their discount rates 
from those which prevailed in 1952. As at that 
time we did not consider it opportune to raise 
our discount rate, there was no need to alter 
it in 1953. The existing rate of 3 per cent. is 
sufficiently low. 

On the initiative of the Central Bank and in 
collaboration with the other banks in Egypt 
a scheme is at present being evolved to estab- 
lish an Institute of Banking Studies with a 
view to raising the level of the profession both 
in Egypt and in the Arab and other Eastern 
States. 


The Budget 


As the final figures of the budget for the 
financial year which ended on June 30, 1953, 
are not yet available, we shall content ourselves 
with a few comments on the budget estimates 
for the current year. 

The two main characteristics of the 1953-54 
budget are, on the one hand, a slight reduc- 
tion in total expenditure compared with the 
previous year and, on the other hand, a 
different presentation of expenditure since a 
“development ’’ budget accompanies the state 
budget proper. 

Receipts and expenditure in the ordinary 
budget are estimated at £E197,000,000 which 
is {Eg,000,000 less than for the preceding year. 

It is satisfactory to note that for the second 
consecutive year a limit has been imposed on 
rising expenditure which during the year 
1951-52 reached £E233,000,000, resulting in 
a deficit of £E39,000,000 excluding losses on 
Government stocks of cotton. 

Balancing the ordinary budget was, inevit- 
ably, beset with difficulties since the estimates 
indicated a reduction in receipts, particularly 
from customs dues, compared with the previous 
year. It required compression of expenditure, 
which had become possible thanks to reduced 
losses on the Government’s supply operations, 
together with a reduction in the weight of the 
loaf and in the high cost of living allowances. 
_ Aseparate budget for new development pro- 
jects calls for a few remarks, not so much from 
the point of view of accountancy—although it 
is not always easy to establish a clear distinc- 
ton between current and capital expenditure 
—but as a sign of a policy directed towards an 
expansion of the economy by productive ex- 
penditure, even if this may result in the adop- 
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tion of deficit financing during the transitory 
period. Law No. go of last year which refers 
thereto provides for the financing of public 
works by borrowing from the market. In the 
present circumstances borrowing is without 
doubt preferable to taxation. It implies, how- 
ever, the necessity of stimulating the capital 
market until such time as taxable capacity is 
enhanced by an increase in the national in- 
come. In fact, it is a question of attracting 
available private resources into productive 
public works in order to achieve, without un- 
controlled inflation, an expansion of the 
economy and the healthy financing of public 
expenditure. 


The Sudan 


In the Sudan the year 1953 was moderately 
prosperous and comparatively stable. Abun- 
dant crops allowed a larger volume of exports 
which compensated to some degree the fall in 
cotton prices. 

The excess of total expenditure over current 
receipts and the expansion of credit by banks 
maintained the national income at a high level 
in money terms, which explains why, in spite 
of greater agricultural production, retail prices 
have, on the whole, shown no downward signs 
in comparison with 1952. On the other hand, 
the wholesale price index fell from 585 (1938 
100) in 1952 to 448 in 1953. 

Last year’s cotton crop was highly satis- 
factory, amounting to 1,778,000 cantars, of 
which about 85 per cent. was Sakel, against 
[,211,000 cantars in 1951-52, an increase of 
about 46 per cent. due not only to an increase 
in acreage but also to a marked increase in 
yield. In the Gezira, the average return was 
4.7 cantars per feddan against 3.1 cantars in 
the previous season, and for overall cotton 
production, 3 cantars against 2.2 cantars in 
1951-52. 

The coming, crop is expected to be larger 
since the cultivated area is estimated at 
637,000 feddans, exceeding by 40,000 feddans 
the area planted in 1952-53. The crop should 
therefore amount to about 2,000,000 cantars. 

Foreign trade was characterized by a 
decrease in the value of private imports while 
Government imports for the development pro- 
gramme remained at the same level as in 
the previous year. Total imports were 
£E51,000,000 against £E62,000,000 in 1952. 

The value of exports amounted _ to 
#E44,000,000 against £E46,000,000 in 1952 
notwithstanding a considerable increase in the 
volume of cotton exports which, against some 
1,224,000 cantars in 1952, rose to about 
2,000,000 cantars in 1953. This brings into 
relief the fall in the prices of Sudan cotton 
between the two years, the average f.o.b. 
price for Sakel having been 128 tallaris per 
cantar in 1952 and 64 tallaris per cantar in 
1953—a decrease of 50 per cent. 

Prospects for long staple having since 
improved, it is not surprising that sale prices 
were. firmer at a recent auction. 

As regards foreign trade, the total deficit 
amounted to {£E6,000,000 against nearly 
£E16,000,000 in 1952. It is still premature 
to give a precise indication of the final posi- 








tion in the balance of payments, but it 1s esti- 
mated, very approximately, that the deficit 
will amount to £E10,000,000 against 
{E15,000,000 in 1952, the excess in invisible 
payments—due to travelling and maintenance 
expenditure and remittances abroad following 
the retirement of foreign officials—still re- 
maining very high. 

Business at our offices in the Sudan was 
favourably affected by the satisfactory agri- 
cultural production and progress in other 
sectors of the economy. The temporary 
decline 1n business recorded last year has thus 
been fully made up. 

Our new agency at Gedaref, which is an 
important cereals centre, was welcomed, and 
business there 1s steadily increasing. 

We hope that the development that has 
taken place in the Sudan during the last 
quarter of a century, culminating in the 
realization of the right of the Sudanese to 
self-determination, will bring new prosperity 
and continued progress. 


The Balance Sheet 


The total of the balance sheet which we 
present to you to-day amounts_ to 
£E210,500,242, and shows a_ reduction of 


{E9,424,303 compared with the total on 
December 31, 1952. 

Current, deposit, and other accounts have 
increased by £E8,518,054, the largest items 
being certain clearing accounts of central 
banks of countries with whom Egypt has 
concluded trade and payments agreements. 

The Egyptian Government's Ordinary 


account, in which there was a debit balance 
of £F4,872,214 on December 31, 1952, has 
now passed into credit with a_ balance of 


£E5,708,6015. The balance of the Egyptian 
Government Treasury Bills special account 
amounted to £F55 millions, compared with 
E70 millions at the end of .1952. These 
particular bills are utilized as cover in the 
note issue and reflect the decrease in the total 
of bank notes issued. The two other Treasury 
Bills accounts established under Law 294 of 
1952 and Law 296 of 1953 are connected with 
the Government's purchases of cotton of the 
1952-53 and 1953-54 crops. 

The Sudan Government account shows an 
increase of 4£313,067 and bankers’ accounts 
an increase of 4E667,048. The reduction in 
contra accounts of £E5,412,077 reflects the 
smaller volume of credits outstanding especially 
for account of the Government. 

On the assets side, Egyptian and foreign 
government securities show an increase of 
£E7,708,278. Whilst our holdings of foreign 
government securities have decreased, our 
holdings of Egyptian Government securities 
have increased and now amount to 33 per cent. 
of our total investments. Advances to banks 
in Egypt, in connection with the financing of 
the cotton crop, amounted to 44,050,000, 
compared with 44,448,626 at the end of the 
previous year. 

Other advances, at 4E7,614,572, 


show a fall 


of 4F5,140,360, compared with the previous 
year, reflecting the smaller cotton crop and its 
more rapid movement. 
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Sundry other advances have increased by 
£216,826. : 

Balances of foreign banks, correspondents, 
and money at call have decreased by 
£E1,488,602. 

The item buildings stands unchanged at 
fE100,000. We have completed our new 
othces at Omdurman, and the new building 
at Heliopolis will be completed shortly. We 
are hoping to begin later this year the new 
building in Sharia Cherif, behind our head 
office, and have thought it prudent to make 
provision for anticipated expenditure during 
the vear 1954, the whole of which has been 
written off. 

Our profit and loss account shows a gross 
profit of 42,258,884, against /£E2,371,817 
for the previous year, a decrease of £E112,933. 
The decrease in gross profit is due mainly to 
less interest having been earned owing to the 
smaller advances made to local banks and 
cotton exporters for financing the cotton crop. 
On the other hand, we are pleased to state 
that the Bank’s share of the profit from 
operating the note issue was satisfactory 

On the other side, expenditure amounted to 
£E1,622,648, compared with 4E1,739,114, a 
reduction of 4E116,466. 

The net profit amounts to /£E636,236, 
compared with 4E632,703 in 1952. This 
enables us to propose to you payment of a 
dividend at the same rate as last vear, namely, 
20 per cent. This distribution will absorb 
£E600,000, leaving £E36,236 to be added to 
the carry forward. . 

In our reports on the two preceding years, 
we referred to the heavy fall in gilt-edged 
securities, and to the necessity of writing off 
depreciation in our portfolio. We are pleased 
to say that during 1953 this tendency was 
reversed, the gilt-edged market having shown 
an appreciable improvement with the result 
that a_ satisfactory ‘‘ buffer’? now exists 
between the book value and market value of 
our investments. We have continued our 
policy of past vears of making prudent allo- 
cations to strengthen our inner reserves im 
order to meet such contingencies as the tuture 
may have in store. 


The Board 


In April last we invited Mr. Abdel Rahman 
Hamada to join our board. His contribution 
to the development of the Société Misr pour 
la Filature et le Tissage, in his capacity of 
managing director, bears’ witness to his experi- 
ence which fully qualified him to take part 
in our councils. We have no doubt that you 
will approve our choice and we ask you (0 
confirm his appointment. 

Mr. Cherif Sabry is due to retire from the 
board to-day and offers himself for re-election. 

Under Article 33 of the new Company Law 
(No. 26 of 1954) Mr. Sadik Henein offers his 
resignation. We propose to you his re-election. 

In conclusion I should like to express my 
sincere thanks to all members of our staff who 
continue to carry out their duties faithfully 
and conscientiously. 

The report and accounts were adopted. 
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